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INSPIRATION 250 Park Avenue 
RESOURCES New York, N.Y 10177 
CORPORATION 


DEAR STOCKHOLDER: 


You are cordially invited to attend the Special Meeting of Stockholders of Inspiration 
Resources to be held at 10:00 a.m. on November 14, 1984, at the Grand Hyatt Hotel, Park Avenue 
at Grand Central Station, New York, New York. 


The accompanying Notice of Special Meeting and Proxy Statement describe the matters to 
be considered and voted upon at the Special Meeting. 


At the Special Meeting, you will be asked to vote on proposals to increase the authorized 
capital of Inspiration Resources and to approve the completion of an exchange offer for additional 
shares of Madison Resources, Inc., Inspiration Resources’ indirect partly-owned subsidiary. In the 
exchange offer, which commenced on the day of the mailing of the enclosed Proxy Statement, 
Inspiration Resources is offering a package of three of its Common Shares and $5.00 in cash for 
each of up to 4,000,000 Madison shares (or, at our option, up to 4,500,000 shares) exchanged. 
The Madison shares acquired in the exchange offer will be contributed to Danville Resources, Inc. 
in exchange for Danville stock. As described below, a further equity investment will be made in 
Danville. 


You are also being asked to vote on a proposal to sell additional capital stock to Minerals and 
Resources Corporation Limited (Minorco) in accordance with Minorco’s previously announced 
intention to maintain its approximate 46% voting and 60% equity interest in Inspiration 
Resources at close to these levels. The sale of additional equity to Minorco will be for cash and 
may be limited, at Minorco’s option, to $100 million. The completion of the exchange offer is 
conditioned upon approval by Inspiration Resources stockholders of the exchange offer and of the 
issuance to Minorco. 


These transactions represent another important step in the evolution of your company. They 
will result in: 


¢ an increase in Inspiration Resources’ participation in the petroleum business 
¢ a significant improvement in the financial condition of the company 
e a substantial increase in the float of Inspiration Resources stock in public hands 


e a further investment in the venture capital activities of Danville Resources, Inc. 


These are important objectives as we pursue our goal of improving the financial results of 
Inspiration Resources. The increased investment in Madison and the sale of additional equity to 
Minorco are consistent with our objectives of emphasizing petroleum and precious metals in the 
natural resource sector, reducing our historical dependence on base metals and improving our 
liquidity. We are actively considering acquisitions and divestitures as part of our strategic plan to 
re-orient the company in these directions and to utilize the substantial tax loss carryforward 
position that we presently possess. While no specific divestiture proposal is under consideration, 
divestiture of certain operations, if implemented, might require substantial writedowns of assets. 


In the venture capital field, in conjunction with certain other existing shareholders of 
Danville, we intend to invest $30.6 million in Danville as part of a $40 million equity financing to 


enable it to make a further investment in its affiliate, The Prospect Group, Inc., and to improve its 
financial capability for new direct investments by reduction of bank debt and increased liquidity. 
As a result of this new investment in Danville and of our plan to combine all of our Madison 
shareholdings in Danville, our ownership in Danville will increase to 80% (76% on a fully- 
diluted basis), and Danville’s ownership in Madison will increase to 71.4% (assuming we acquire 
4,000,000 Madison shares in the exchange offer). The proceeds of the Minorco subscription for 
Inspiration Resources stock remaining after meeting the cash requirements of the exchange offer 
(approximately $20 million) and of the investment in Danville noted above will be applied 
towards a reduction of our outstanding borrowings. Following the consummation of these 
transactions, the unutilized long-term credit facilities of the Inspiration Resources group will 
amount to approximately $245 million. We believe these transactions will have a beneficial 
financial effect on Inspiration Resources in the shorter term, and will materially strengthen the 
company for the longer term. 


We believe that the proposals being presented for your consideration represent an attractive 
opportunity for Inspiration Resources and your Board of Directors recommends that you vote in 
favor of their approval. 


We hope all stockholders of Inspiration Resources and of Hudson Bay Mining and Smelting 
Co., Limited will be able to attend the Special Meeting. Admittance will be by admission card 
only. If you plan to attend, please complete and return the form provided on the last page of the 
Proxy Statement and we will be pleased to forward an admission card to you. 


Whether or not you plan to attend the Special Meeting personally, it is important that your 
shares be represented. To ensure that your vote will be received and counted, please promptly 
complete, date and return your proxy or voting directions card in the enclosed return envelope. 


Sincerely yours, 


re 31. 


REUBEN F. RICHARDS 
Chairman of the Board, President and 
Chief Executive Officer 
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NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 


To THE STOCKHOLDERS: 


A Special Meeting of Stockholders of Inspiration Resources Corporation (“Inspiration 
Resources’ ) will be held at the Grand Hyatt Hotel, Park Avenue at Grand Central Station, New 
York, New York, on November 14, 1984 at 10:00 a.m., New York time, for the following 
purposes: 


(a) to consider and vote upon the following proposals described in the attached Proxy 
Statement: 


1. Proposal 1 to approve an increase in the number of authorized shares of Inspiration 
Resources; 


2. Proposal 2 to approve a proposed exchange offer for up to 4,000,000 (or, at the 
option of Inspiration Resources, up to 4,500,000) shares of the outstanding common 
stock of Madison Resources, Inc.; 


3. Proposal 3 to approve the sale of additional capital stock to Minerals and Resources 
Corporation Limited, Inspiration Resources’ major stockholder; and 


(b) to transact such other business as may properly come before the Special Meeting. 


Only stockholders of record of Inspiration Resources Common Shares, Class A Shares and 
Trust Shares (which are held on behalf of the holders of record of Hudson Bay Mining and 
Smelting Co., Limited Special Shares) at the close of business on October 26, 1984 will be entitled 
to notice of, and to vote at, the Special Meeting. 


C.H.R. DUPREE 
Corporate Secretary 
October 18, 1984 
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PROXY STATEMENT 
GENERAL 


Inspiration Resources Corporation, a Maryland corporation (“Inspiration Resources’), is a U.S.-based, 
diversified natural resource company with operations and production facilities in the United States, Canada 
and Indonesia, and is engaged, through its subsidiaries, in four natural resource related businesses (petro- 
leum, agricultural chemicals, base and precious metals and coal) and in venture capital activities. 


Inspiration Resources’ petroleum business, which, prior to April 1984, was conducted principally 
through its formerly wholly-owned subsidiaries, Trend International Limited (“Trend International”) and 
Trend Exploration Limited (“Trend Exploration”) (collectively referred to as “Trend’’), is carried on at 
present principally through Danville Resources, Inc. (“Danville”), of which Inspiration Resources owns 
approximately 73% (68% on a fully-diluted basis) of the outstanding common stock (excluding shares held 
by Madison Resources, Inc., which are accounted for as treasury stock) and Danville’s approximately 53 % - 
owned subsidiary, Madison Resources, Inc. (formerly Madison Fund, Inc.) (“Madison”), which now owns 
Trend. See BUSINESS AND PROPERTIES OF MADISON. The venture capital activities are carried on through 
Danville. Inspiration Resources’ agricultural chemicals business is carried on in the United States by Terra 
Chemicals International, Inc. (“Terra’’). Inspiration Resources’ United States base and precious metals 
business is carried on by Inspiration Consolidated Copper Company (“Inspiration Copper’’) and Inspiration 
Mines, Inc. (“Inspiration Mines’) (collectively referred to as “Inspiration Minerals’), which mine and 
process metals, primarily copper, silver and zinc. Through its subsidiary, Hudson Bay Mining and Smelting 
Co., Limited (“HBMS’ ), Inspiration Resources conducts its base metals business in Canada, where it mines 
and processes metals, primarily copper and zinc with significant by-product gold and silver production. 
Inspiration Minerals and HBMS also are engaged in exploration for precious metals. Inspiration Resources’ 
coal business, including production and marketing of steam and metallurgical coals, is carried on in the 
United States by Inspiration Coal Inc. (“Inspiration Coal’’). See BUSINESS AND PROPERTIES OF INSPIRATION 
RESOURCES. 


The principal executive offices of Inspiration Resources are located at 250 Park Avenue, New York, N.Y. 
10177. Its telephone number is (212) 503-3100. This proxy statement and accompanying proxy are first 
being sent or given to stockholders on or about October 19, 1984. 


The accompanying proxy is solicited by the Board of Directors of Inspiration Resources. It may be 
revoked by written notice given to the Corporate Secretary of Inspiration Resources at any time before being 
voted. Proxies in this form, properly executed, duly returned to Inspiration Resources and not revoked, will 
be voted on the numbered Proposals described in this proxy statement in accordance with the instructions in 
the proxy. The Board of Directors is not aware at the date hereof of any matter proposed to be presented at 
the Meeting other than Proposals 1, 2 and 3 (the “Proposals” ). If any other matter is properly presented, the 
persons named in the accompanying form of proxy will have discretionary authority to vote thereon 
according to their best judgment. Presence at the meeting does not of itself revoke the proxy. 


SECURITIES ENTITLED TO VOTE 


The only securities entitled to be voted at the Special Meeting are Inspiration Resources Common 
Shares, Class A Shares and Trust Shares, and only holders of record at the close of business on October _, 
1984 (the “record date’’) are entitled to vote. Inspiration Resources Common Shares and Trust Shares are 
each entitled to one vote per share and Inspiration Resources Class A Shares are entitled to one-tenth of a 
vote per share, all voting together as a single class. 


HBMS Special Exchangeable Non-Voting Shares (“HBMS Special Shares”) have no general voting 
rights in HBMS. Instead, each HBMS Special Share that has not been exchanged carries voting rights in 
Inspiration Resources equivalent to one Inspiration Resources Common Share (i.e., the number of Inspiration 
Resources Common Shares for which such HBMS Special Share was exchangeable on the record date) 
through the vote of one Inspiration Resources Trust Share. Each holder of record of HBMS Special Shares on 
the record date is entitled to direct Montreal Trust Company, as Trustee of the Trust Shares (the “Trustee’’), 
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either (i) to vote the number of Inspiration Resources Trust Shares equal to the number of HBMS Special 
Shares held of record by such HBMS Special Share holder on the record date or (ii) to deliver a proxy in 
favor of such holder enabling such holder to attend the Special Meeting personally and to vote the number of 
Inspiration Resources Trust Shares equal to the number of HBMS Special Shares held of record by such 
holder on the record date. The Trustee will vote Inspiration Resources Trust Shares only in accordance with 
proper directions received from holders of record on the record date of HBMS Special Shares and will not 
vote Inspiration Resources Trust Shares as to which no proper directions are received. Directions received by 
the Trustee may be revoked by written notice given to the Trustee before the subject Inspiration Resources 
Trust Shares are voted. 


On September 30, 1984, 13,169,029 Inspiration Resources Common Shares were outstanding, held by 
approximately 1,975 holders of record, and 8,721,940 Inspiration Resources Class A Shares were outstanding, 
all held by Minerals and Resources Corporation Limited (“Minorco’’ ), and 8,454,210 Inspiration Resources 
Trust Shares were outstanding and were held by the Trustee for the benefit of holders of 8,454,210 HBMS 
Special Shares. 


The cost of the solicitation of proxies will be borne by Inspiration Resources. In addition to the use of 
the mails, proxies may be solicited personally, or by telephone or by telegraph, by regular employees of 
Inspiration Resources without additional compensation. Inspiration Resources does not expect to pay any 
compensation for the solicitation of proxies but will reimburse brokers and other persons holding stock in 
their names, or in the names of nominees, for their expenses for sending proxy material to principals and 
obtaining their proxies. 


Major Stockholder 


The following table shows, based on information received by Inspiration Resources from or on behalf of 
such person, the ownership, as of September 30, 1984, of Inspiration Resources’ securities by the only person 
known to Inspiration Resources to be the beneficial owner of more than five percent of any class of 
Inspiration Resources voting securities. 


Percentage 
Amount and nature Percentage of total Percentage 
Name and address of beneficial 0 voting of total 
of beneficial owner Title of class ownership (1) (2) class (1) power (1) equity (1) 
Minerals and Resources Common Shares 9,384,257, sole voting and 71.26% 
Corporation Limited (2) investment power 45.59 % 59.67 % 
Sofia House Class A Shares 8,721,940, sole voting and 100% 
Church Street investment power 


Hamilton, 5-24 Bermuda 


(1) The shares shown as beneficially owned do not include 4,102,064 Inspiration Resources Warrants 
beneficially owned by Minorco, each of which entitles the holder to purchase either one Inspiration 
Resources Common Share or one Inspiration Resources Class A Share. 


(2) The shares beneficially owned by Minorco are held of record by one of its subsidiaries. 


Through its beneficial ownership of Inspiration Resources Common Shares and Class A Shares, Minorco 
owns approximately 60% of the equity of Inspiration Resources and an aggregate voting interest of 
approximately 46% in Inspiration Resources. The Inspiration Resources Class A Shares are convertible at 
any time at the option of the holder into the same number of Inspiration Resources Common Shares. If 
Minorco were to convert its Inspiration Resources Class A Shares into Common Shares, Minorco’s voting 
interest in Inspiration Resources would increase to its equity interest of 60%. However, Minorco has 
informed Inspiration Resources that it does not currently intend to exercise its conversion rights, except to 
maintain a voting interest in Inspiration Resources of slightly less than 50%. In the event the equity 
subscription discussed in Proposal 3 is approved and the exchange offer discussed in Proposal 2 is 
consummated, Inspiration Resources will sell to Minorco such number of additional Inspiration Resources 
Common Shares or Class A Shares, or a combination thereof, as will maintain Minorco’s respective voting and 
equity interests at close to current levels, limited, at Minorco’s option, to $100 million. 
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Messrs. R. F. Richards, Chairman of the Board, President and Chief Executive Officer of Inspiration 
Resources and H. R. Slack are Directors of both Inspiration Resources and Minorco. Messrs. A. M. Doull, 
Senior Vice President, Administration of Inspiration Resources, J. A. Holmes, and J. R. B. Phillimore, Vice 
President, Administration of Minorco are Directors of Inspiration Resources and Alternate Directors of 
Minorco. 


Minorco has indicated to Inspiration Resources that it intends to vote all shares owned by it in favor 
of the approval of Proposals 1 and 2 and that it intends to vote all shares owned by it in respect of the 
approval of Proposal 3 in the same proportions for and against as are voted by all stockholders other than 
Minorco voting at the Special Meeting. 


Minorco is an investment company that holds investments in companies operating on six continents. 
These companies are principally engaged in investment banking and the marketing of commodities, the 
mining and marketing of precious and base metals and of diamonds, industrial operations and the coal and 
petroleum industries. The principal shareholders of Minorco are Anglo American Corporation of South 
Africa Limited (“AAC”), a mining finance company, De Beers Consolidated Mines Limited (“De Beers’’), a 
diamond mining and investment company, and Charter Consolidated P.L.C. (“Charter’’), an industrial and 
mining company, which own approximately 39%, 21% and 8%, respectively, of Minorco. Approximately 
36% of Charter’s outstanding ordinary shares are beneficially owned by Minorco through a wholly-owned 
subsidiary. Approximately 38% of AAC is controlled, directly or through subsidiaries, by De Beers. 
Approximately 31% of De Beers is controlled, directly or through subsidiaries, by AAC. Harry F. 
Oppenheimer is Chairman of De Beers and a director of Minorco. He, together with certain members of his 
family, including Mr. Slack, have indirect partial interests in approximately 6.5% of the outstanding shares of 
Minorco, 8.3% of the outstanding shares of AAC, 5.7% of the outstanding shares of Danville and less than 
1% of the outstanding HBMS Special Shares. 


Directors’ and Officers’ Security Ownership 


The following table shows as of September 30, 1984 as to the Directors of Inspiration Resources 
individually and the Directors and officers of Inspiration Resources as a group, the equity securities of 
Inspiration Resources, Danville, HBMS, Madison, AAC, Charter, De Beers and Minorco that, as of such date, 
were beneficially owned by them. 


Number of shares 
beneficially 


Name Title of class of shares owned (1) (2) (3) (4) 
FROP? Grawiord #23 G- aa e, Inspiration Resources Common 118 
Minorco Ordinary 500 
FORD avis eS F.C eT RE: Inspiration Resources Common 12,240 
AME Doulas Sap atee BOs Inspiration Resources Common 12,240 
HBMS Warrants 2,000 
Madison Common 500 
GY DP Gould tee he DSB 1) ek Madison Common 7,050 
JeAarolmesme rcs seis oes Seer AAC Ordinary 47,000 
JAB.-Howkinsal, fiescea neal Ri cron! -% Inspiration Resources Common 17,592 
RieHijones y-eUuxeieien Ona-ettctices fra Inspiration Resources Common 118 
As@lbambert cttd fi tine seiaee. a ak. HBMS Special 6,819 
JaRSBsPhillimorey es deyaite 4 bed BA AAC Ordinary 4,300 
Minorco Ordinary 30,500 
Sd ReeRawm, Iotontine. oR GMiie tik nate Danville Common 16,143 
Danville Convertible Notes 485 
Madison Common 3,000 
Rebenicnards (one ee oes Inspiration Resources Common 108,451 
| baad «aoe EG) yeh Piha paths Silat 4 bted tet Anh ea Inspiration Resources Common 250 
AAC Ordinary 1,000 
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Number of shares 


beneficially 
Name Title of class of shares owned (1) (2) (3) (4) 

A. Sweatmars!/571 his eet tee HBMS Special 1,478 
Directors and officers as a group 

C208 PETSONS \ cere vie tc ctaate ke ao mentees Inspiration Resources Common 171,715 

Danville Common 16,143 

Danville Convertible Notes 485 

HBMS Special 8,342 

HBMS Warrants 2,200 

Madison Common 10,550 

AAC Ordinary 52,300 

Minorco Ordinary 31,000 


(1) The numbers of shares shown as beneficially owned by Messrs. Davis, Doull, Howkins, and Richards and 
by all Directors and officers as a group include 12,240, 12,240, 16,932, 107,865 and 169,983 Inspiration 
Resources Common Shares, respectively, as to which such person or group had the right to acquire 
beneficial ownership pursuant to exercise on or before December 31, 1984 of employee stock options. 


(2) The numbers of shares shown as beneficially owned by Mr. Rawn and by all Directors and officers as a 
group include 2,468 shares of Danville Common Stock held in trusts, of which Mr. Rawn is a trustee and 
as to which he has voting power, for the benefit of children of a Director of Danville. Mr. Rawn 
disclaims beneficial ownership of such shares. 


(3) Mr. Slack has sole voting power and shared investment power over the shares shown as beneficially 
owned by him. 


(4) Except as otherwise noted herein, each Director or officer had sole voting and investment power over 
the shares shown as beneficially owned. Excluding Mr. Rawn’s beneficial ownership of approximately 
2.5% of the total issued and outstanding shares of Danville Common Stock, each Director individually 
and the Directors and officers as a group owned less than 1 % of the total issued and outstanding shares of 
each of Inspiration Resources, Danville, HBMS, Madison, AAC, Charter, De Beers and Minorco. 


PROPOSAL 1: INCREASE IN THE NUMBER OF AUTHORIZED SHARES 


The Board of Directors recommends that the stockholders approve an increase in the number of 
authorized shares from 76,500,000 to 125,000,000. Of the additional shares, 36,375,000 shares will be initially 
classified as Inspiration Resources Common Shares and 12,125,000 shares will be initially classified as 
Inspiration Resources Class A Shares. The additional Inspiration Resources Common Shares and Class A 
Shares will be identical to the presently authorized and outstanding Inspiration Resources Common Shares 
and Class A Shares in all aspects. Inspiration Resources Common Shares and Class A Shares have no 
preemptive rights. Pursuant to Article Sixth of Inspiration Resources’ charter, the Board of Directors may 
from time to time classify or reclassify any unissued stock of any class by setting or changing the preferences, 
conversion or other rights, voting powers, restrictions, limitations as to dividends, qualifications, or terms or 
conditions of redemption of the stock. 


As of September 30, 1984, 13,169,029 Inspiration Resources Common Shares were outstanding and 
25,597,424 were reserved for issuance upon the exercise of authorized options and outstanding warrants and 
upon conversion or exchange of outstanding Inspiration Resources Class A Shares and HBMS Special Shares. 
The increase in authorized Inspiration Resources Common Shares and Class A Shares is necessary in order to 
have a sufficient number of Inspiration Resources Common Shares and Class A Shares available to 
consummate the transactions described in Proposals 2 and 3 while retaining a satisfactory number of 
authorized Inspiration Resources Common Shares and Class A Shares for possible future issuances. Currently, 
Inspiration Resources has no plans regarding issuances of shares other than as described in this Proxy 
Statement. 


The form of Articles of Amendment to Inspiration Resources’ charter setting forth the increase in 
authorized shares is set forth as Exhibit I. 


Approval of Proposal 1 requires the affirmative vote of a majority of the combined votes cast by the 
holders of Inspiration Resources Common Shares, Class A Shares and Trust Shares voting thereon. Minorco 
has indicated that it will vote all of its Inspiration Resources Common Shares and Class A Shares 
(representing approximately 46% of the combined voting power of all shares entitled to vote) in favor of 
approval of the increase in the number of authorized shares by approving Proposal 1. See SECURITIES 
ENTITLED TO VOTE. 


THE BOARD OF DIRECTORS OF INSPIRATION RESOURCES BELIEVES THAT THE IN- 
CREASE IN AUTHORIZED SHARES IS IN THE BEST INTERESTS OF INSPIRATION RESOURCES 
AND ITS STOCKHOLDERS AND RECOMMENDS THAT THE INSPIRATION RESOURCES STOCK- 
HOLDERS VOTE FOR APPROVAL OF PROPOSAL 1. 


BACKGROUND OF PROPOSALS 2 AND 3: APPROVAL OF EXCHANGE OFFER; 
APPROVAL OF EQUITY SUBSCRIPTION 


The Board of Directors of Inspiration Resources recommends that the stockholders approve an offer by 
Inspiration Resources to exchange three Inspiration Resources Common Shares and $5.00 in cash for each of 
up to 4,000,000 shares (or, at the option of Inspiration Resources, 4,500,000 shares) of Madison Common 
Stock (the “Exchange Offer” ) and the issuance of additional Inspiration Resources Common Shares pursuant 
to such Exchange Offer. 


The Board of Directors recommends that the stockholders approve the sale for cash to Minorco (the 
“Equity Subscription” ) of such amount of additional capital stock of Inspiration Resources as will maintain 
Minorco’s present voting and equity interests of approximately 46% and 60%, respectively, at close to such 
levels upon consummation of the Exchange Offer. 


THE COMPLETION OF THE EXCHANGE OFFER IS SUBJECT TO, AMONG OTHER THINGS, 
STOCKHOLDER APPROVAL OF THE EXCHANGE OFFER AND THE EQUITY SUBSCRIPTION. 


Background 


Inspiration Resources announced in early 1984 its intention to emphasize the petroleum and precious 
metals areas within the natural resource sector and to obtain interests in other business areas. As part of this 
business strategy, on April 3, 1984, Inspiration Resources and Danville each transferred to Madison certain oil 
and gas interests in exchange for which 11,353,320 shares of Madison Common Stock were issued to Danville 
and 391,698 shares of common stock of Danville (“Danville Common Stock”) were issued to Inspiration 
Resources, subject, in each case, to certain post-closing adjustments. One post-closing adjustment has been 
completed, resulting in the transfer of 129,167 additional shares of Madison Common Stock to Danville and 
of 5,487 additional shares of Danville Common Stock to Inspiration Resources. (The foregoing is hereinafter 
referred to as the “Madison Acquisition’’.) Accordingly, at present Danville owns 53% of the outstanding 
Madison Common Stock and Inspiration Resources owns 73% (68% on a fully-diluted basis) of the 
outstanding Danville Common Stock. See BUSINESS AND PROPERTIES OF MADISON — Corporate History. 


Description of Exchange Offer 


Contemporaneously with the mailing of this Proxy Statement, Inspiration Resources is presenting to the 
stockholders of Madison (other than Danville) the Exchange Offer pursuant to which Inspiration Resources 
would acquire up to 4,000,000 shares (18.4% at September 30, 1984) or, at the option of Inspiration 
Resources, up to 4,500,000 shares (20.8% at September 30, 1984), of outstanding Madison Common Stock. 
Inspiration Resources has reserved the right to accept for exchange up to 500,000 additional Madison Shares 
in order to reduce proration in the Exchange Offer. Inspiration Resources would exchange three Inspiration 
Resources Common Shares, together with $5.00 in cash, for each share up to 4,000,000 shares (or, at 
Inspiration Resources’ option, up to 4,500,000 shares) of Madison Common Stock tendered for exchange. 
The acquisition of Madison Common Stock pursuant to the Exchange Offer is subject to the condition that 
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the stockholders of Inspiration Resources shall have approved the Exchange Offer and the Equity Subscrip- 
tion and to certain other standard conditions. 

If 4,000,000 shares of Madison Common Stock are acquired in the Exchange Offer, Inspiration Resources 
will issue an aggregate of 12,000,000 Inspiration Resources Common Shares and will pay an aggregate of $20 
million in payment of the consideration. If 4,500,000 shares of Madison Common Stock are so acquired, 
Inspiration Resources will issue an aggregate of 13,500,000 Inspiration Resources Common Shares and will 
pay an aggregate of $22.5 million in payment of the consideration. See BACKGROUND OF PROPOSALS 2 AND 3: 
APPROVAL OF EXCHANGE OFFER; APPROVAL OF EQUITY SUBSCRIPTION — Dilution; Pro Forma Capitalization 
of Inspiration Resources. 

Inspiration Resources and Danville have agreed that the shares of Madison Common Stock acquired in 
the Exchange Offer will be held by Danville together with the present holding of Madison Common Stock. If 
4,000,000 shares of Madison Common Stock are acquired and transferred to Danville, Danville will issue up 
to 170,796 additional shares (192,146 additional shares if 4,500,000 shares of Madison Common Stock are 
acquired) of Danville Common Stock to Inspiration Resources as consideration for the Madison Common 
Stock. To account for the transfer of assets in the Madison Acquisition, the parties assumed a value of $24 per 
share of Madison Common Stock and $565 per share of Danville Common Stock. To account for the transfer 
of shares in the proposed transactions, Danville Common Stock is again valued at $565 per share, 
representing the current market value of the consideration offered in the Exchange Offer. If 4,000,000 shares 
of Madison Common Stock are acquired in the Exchange Offer, such transfer to Danville would result in 
Danville owning an aggregate 71.4% of the outstanding Madison Common Stock (73.8% if 4,500,000 shares 
are acquired in the Exchange Offer). 


Description of Equity Subscription 


In early 1984, Minorco indicated to Inspiration Resources its interest in preserving its equity position in 
Inspiration Resources against dilution and in participating in any 1984 equity or equity-related financing up 
to a maximum amount of $100 million. Accordingly, Minorco has agreed to purchase from Inspiration 
Resources, in the Equity Subscription, simultaneously with the acceptance of Madison Common Stock in the 
Exchange Offer, such amount of additional capital stock of Inspiration Resources as will maintain at close to 
the same levels its current approximately 46% voting and 60% equity interests. Such purchase will be made 
for cash at a price per share equal to the average of the closing prices for Inspiration Resources Common 
Shares on the New York Stock Exchange for the 15 trading days following October 18, 1984, the date of the 
announcement of the terms of the Exchange Offer. Minorco has the option, however, to limit its purchase of 
additional shares to an aggregate of $100 million. The exact number of additional shares that Minorco will 
purchase will be determined at the time of purchase and will be proportionate to the number of additional 
Inspiration Resources Common Shares issued by Inspiration Resources as part of the consideration in the 
Exchange Offer. Inspiration Resources has agreed to give Minorco certain registration rights with respect to 
the shares to be issued in the Equity Subscription, with certain costs of the registrations to be borne by 
Inspiration Resources. 

The cash paid by Minorco in the Equity Subscription will first be applied to pay the cash portion of the 
Exchange Offer. Inspiration Resources will use $30.6 million of the balance to subscribe for 54,224 additional 
shares of Danville Common Stock in an equity offering by Danville designed to raise an aggregate of $40 
million from certain existing shareholders of Danville (including Madison). Of the proceeds of such equity 
offering, $25 million will be invested by Danville in The Prospect Group, Inc. (“Prospect”), a venture capital 
company 43% owned by Danville and the remainder will be used by Danville to repay its current debt, for 
working capital and for other corporate purposes. (The foregoing equity offering, investment by Inspiration 
Resources and use by Danville of the proceeds thereof, together with the transfer of Madison Common Stock 
to Danville in exchange for Danville Common Stock, are hereinafter collectively referred to as the “Danville 
Investments’’.) See BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Venture Capital. The Danville 
Investments will increase Inspiration Resources’ ownership of Danville Common Stock, assuming 4,000,000 
shares of Madison Common Stock are acquired in the Exchange Offer, to 80% (76% ona fully-diluted basis) 
or, assuming 4,500,000 shares are acquired, to 81% (76% on a fully-diluted basis). Inspiration Resources 
will use the balance of the proceeds of the Equity Subscription (up to $57.4 million) to repay long-term 
floating rate debt of Inspiration Resources outstanding under various revolving credit facilities (the “Debt 
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Repayment’). The foregoing description of the use of the cash proceeds of the Equity Subscription assumes 
that $100 million is received. The actual amount of the proceeds of the Equity Subscription may be greater 
or less than $100 million, depending upon the number of shares of Madison Common Stock acquired for 
exchange in the Exchange Offer, the price paid for Inspiration Resources shares and whether Minorco 
exercises its option to limit its purchase of additional shares to $100 million. 


Reasons for the Exchange Offer and Equity Subscription 


Inspiration Resources is proposing the Exchange Offer and the Equity Subscription to pursue several of 
its key strategies. The increased equity interest in Madison that will result from the Exchange Offer advances 
Inspiration Resources’ announced intention to emphasize the petroleum business. The Equity Subscription, 
together with the Exchange Offer, furthers Inspiration Resources’ strategy of increasing its equity base and 
the number of holders of Inspiration Resources Common Shares and improving its liquidity. The application 
of part of the net proceeds of the Equity Subscription to a further investment in Danville furthers Inspiration 
Resources’ objective of gaining increased access to new business opportunities. The use of the balance to 
repay long-term debt will significantly improve Inspiration Resources’ financial position. Approval by the 
stockholders of Inspiration Resources of both the Exchange Offer and the Equity Subscription is a condition 
to the completion of the Exchange Offer. 


Upon consummation of the Exchange Offer, the Equity Subscription and the Danville Investments, 
assuming that 4,000,000 shares of Madison Common Stock are acquired in the Exchange Offer, the corporate 
structure of the Inspiration Resources group will be as follows (not on a fully-diluted basis): 


54% Voting 46% Voting 
40% Equity 60% Equity 
Inspiration 
Resources 
100% 100% 100% 100% 100% 80% 
Terra HBMS daspitalion Inspiration Inspiration Danville 
: Mines Copper Coal 


66%” 


Madison? 
Other 
Investments 


100% 


Vanderbilt 
Energy 


Trend 
Exploration 


36% 


25 % 


Universal 


6% 


Trend 
International 


° Madison also has an interest in Danville which, upon consummation of the Danville Investments, will 
be 12.3%. 


°° Equity interest. 


Dilution 


If 4,000,000 shares of Madison Common Stock are acquired in the Exchange Offer, and if in the Equity 
Subscription Minorco purchases from Inspiration Resources such number of Inspiration Resources Common 
Shares and Inspiration Resources Class A Shares, required to maintain its voting and equity interest in 
Inspiration Resources at approximately 46% and 60%, respectively (whether or not the aggregate purchase 
price exceeds $100 million), the effect on the voting power of Inspiration Resources’ presently outstanding 
Common Shares and Trust Shares (each of which represents one HBMS Special Share) would be as follows 
(assuming no other changes in Inspiration Resources’ capital stock from conversions, exercises of options or 
warrants etc. ): 


Equity 
Voting Interest Interest 
Prior to Exchange Offer and Equity Subscription: 
Common Shares and Trust Shares held by stockholders other 
than MiNOrcO. wos ar ete oe a eee ete 54% 40% 
Common Shares and Class A Shares held by Minorco ........ 46 wend shy 
Total ree eee ate eo ee eee 100 100 
Upon completion of Exchange Offer and Equity Subscription: 
Common Shares and Trust Shares held by stockholders other 
than Minorco outstanding prior to Exchange Offer and Equity 
Subscription: 55. O°. Bee tee oe nomen te ee oi, 20 
Common Shares held by stockholders other than Minorco issued 
in “Exchange Oiler rie MiMee to. soe. eee eee ees 27 20 
Common Shares and Class A Shares held by Minorco after 
EquitytSubseriptionse iether A :s.2% sti geen oe <5 ee 46 60 
Total i dscgriss axxo spgvcd c,d Becket cca Re ee 100% 100% 


PROPOSAL 2; RECOMMENDATION OF BOARD OF DIRECTORS 
AND VOTE OF STOCKHOLDERS — EXCHANGE OFFER 


The Board of Directors of Inspiration Resources believes that the Exchange Offer provides an 
opportunity to increase Inspiration Resources’ petroleum interests, to increase its share float and, as a result of 
the Equity Subscription, to improve its financial position and to provide expanded new business opportuni- 
ties. The consideration to be paid in the Exchange Offer was determined by the Board of Directors of 
Inspiration Resources. The determination of the Board of Directors was based in part on the historical 
market prices of Inspiration Resources Common Shares and shares of Madison Common Stock. The Board of 
Directors consulted with Merrill Lynch Capital Markets (“Merrill Lynch’), Inspiration Resources’ financial 
advisor on matters relating to the Exchange Offer, in making its determination of such consideration. Merrill 
Lynch has, however, expressed no opinion as to the fairness of the Exchange Offer or the related transactions. 
Merrill Lynch is acting as dealer manager in the Exchange Offer and as financial advisor to Inspiration 
Resources for which it will receive compensation. In addition, Inspiration Resources has agreed to indemnify 
Merrill Lynch against certain civil liabilities. Of the fourteen members of the Inspiration Resources Board of 
Directors, five (Messrs. Gould, Doull, Rawn, Richards and Slack) also sit on the Board of Madison. 


The Board of Directors of Madison has unanimously determined that the Exchange Offer is fair to the 
stockholders of Madison and recommends that they accept the Exchange Offer and tender Madison Shares to 
Inspiration Resources. Mr. R. F. Richards, Chairman and Chief Executive of Inspiration Resources and Mr. 
A. M. Doull, Senior Vice President and a Director of Inspiration Resources, both of whom are Directors of 
Madison, abstained from voting on the recommendation. Certain directors of Madison, including Mr. Doull, 
have indicated their intent to tender their Madison Shares in the Exchange Offer. Madison has engaged 
Lazard Fréres & Co. (“Lazard Fréres”) to act as a financial advisor to Madison in connection with the 
Exchange Offer. Lazard Fréres has rendered to Madison its opinion that the terms of the Exchange Offer, 
after giving effect to the related investment and financing transactions that are conditions to the Exchange 
Offer or are contemplated thereafter, constitutes a fair offer for a share of Madison Common Stock and are 
fair to the holders of the Madison Common Stock from a financial point of view. A general partner of Lazard 
Fréres is a Director and another general partner of Lazard Fréres is an Alternate Director of Minorco. In 
April 1984, Lazard Fréres acted as financial advisor to Inspiration Resources in connection with its Madison 
Acquisition. 


It is a prerequisite to listing on the New York Stock Exchange the additional Inspiration Resources 
Common Shares to be issued as part of the consideration in the Exchange Offer that the stockholders of 
Inspiration Resources approve the Exchange Offer. The affirmative vote of a majority of the combined votes 
cast by the holders of Inspiration Resources Common Shares, Class A Shares and Trust Shares voting thereon 
is necessary for approval of the Exchange Offer and the issuance of Inspiration Resources Common Shares in 
connection therewith by approving Proposal 2. Minorco has indicated that it will vote all of its Inspiration 
Resources Common Shares and Class A Shares (representing approximately 46% of the combined voting 
power of all shares entitled to vote) in favor of approval of the Exchange Offer by approving Proposal 2. 


THE BOARD OF DIRECTORS OF INSPIRATION RESOURCES BELIEVES THAT THE EX- 
CHANGE OFFER IS IN THE BEST INTERESTS OF INSPIRATION RESOURCES AND ITS STOCK- 
HOLDERS AND RECOMMENDS THAT THE INSPIRATION RESOURCES STOCKHOLDERS VOTE 
FOR APPROVAL OF PROPOSAL 2. 


PROPOSAL 3: RECOMMENDATION OF BOARD OF DIRECTORS AND 
VOTE OF STOCKHOLDERS — EQUITY SUBSCRIPTION 


The Board of Directors of Inspiration Resources believes that the Equity Subscription provides an 
opportunity to improve Inspiration Resources’ financial position through the issuance of additional equity for 
cash and provides expanded opportunities for new business areas. Two Inspiration Resources Directors 
(Messrs. Richards and Slack) are Directors of Minorco and three others (Messrs. Doull, Holmes and 
Phillimore) are Alternate Directors of Minorco. 


The affirmative vote of a majority of the combined votes cast by the holders of Inspiration Resources 
Common Shares, Class A Shares and Trust Shares voting thereon is necessary for approval of the Equity 
Subscription by approving Proposal 3. Minorco has indicated that it will vote all of its Inspiration Resources 
Common Shares and Class A Shares (representing approximately 46% of the combined voting power of all 
shares entitled to vote) in the same proportions for and against the Equity Subscription by approval of 
Proposal 8 as the votes cast by all stockholders other than Minorco voting at the Special Meeting. 


THE BOARD OF DIRECTORS OF INSPIRATION RESOURCES BELIEVES THAT THE EQUITY 
SUBSCRIPTION IS IN THE BEST INTERESTS OF INSPIRATION RESOURCES AND ITS STOCK- 
HOLDERS AND RECOMMENDS THAT THE INSPIRATION RESOURCES STOCKHOLDERS VOTE 
FOR APPROVAL OF PROPOSAL 3. 


MARKET PRICES AND DIVIDEND INFORMATION 


Market Prices of Inspiration Resourees Common Shares 


Inspiration Resources Common Shares have been traded on the New York Stock Exchange since July 6. 
1983. The following table sets forth for each quarter during that period the high and low sales prices of 
Inspiration Resources Common Shares on the New York Stock Exchange — Composite Transactions 
(adjusted to reflect a 2% stock dividend paid on December 21, 1983). 


High Low 

19838 

Third quarter (commencing July 6) ............ $14.95 $11.52 

Pounth xgoarber \"<.~.  S-eeek eenene 13.24 10.38 
1984 

Finest quarter . 2... 2252555 Ses ees 4. eee 12% 10.38 

Second qpemhee. sc wen 200 bt ei weees ene 11.68 7.63 

Third quaster: <<< <..~44.< ae see eee 8.00 3.75 

Fourth quarter (through October 17) _.....--.-- 6.75 6.00 


The closing sale price of Inspiration Resources Common Shares on October 16, 1984, the last full trading day 
prior to the public announcement of the Exchange Offer, on the New York Stock Exchange — Composite 
Transactions was $6.375. On October 17, 1984, the last sale price before trading was halted in Inspiration 
Resources Common Shares due to unusual market activity was $6.00. 


Inspiration Resources has undertaken to apply on or before December 31, 1984 for the listing of the 
Inspiration Resources Common Shares on the Toronto Stock Exchange. 


Inspiration Resources Class A Shares and Trust Shares are held entirely by Minorco and the Trustee. 
See SECURITIES ENTITLED TO VOTE. 


Dividends on Inspiration Resources Shares 


On December 21, 1983, Inspiration Resources paid a 2% stock dividend to the holders of record on 
December 1, 1983 of Inspiration Resources Common Shares and Class A Shares, in order to enable HBMS to 
pay an equivalent stock dividend to holders of record on December 1. 1983 of HBMS Special Shares and in 
order to maintain parity with the HBMS Special Shares. The HBMS dividends were necessary in order for 
HBMS to maintain the status of the HBMS Special Shares as eligible investments for certain institutional 
holders in Canada. Inspiration Resources has not paid any other dividend since its incorporation in June 
1978. 


Market Prices of Madison Common Stock 


The following table sets forth. for each quarter from 1982, the high and low sales prices per share of 
Madison Common Stock on the New York Stock Exchange — Composite Transactions. 


cae im Low 

1982 

First queantes* So no ns oe oc ee ene $18.13 $14.88 

Secamd quarter 2222. .25 See ee ee 18.25 16.00 

Thad qatar 22) Ast A PIS Ree 21.00 15.50 

Poeithr quarter. (5. 556 1:3. cE ee 24.25 17.38 
1983 

Fisst outittets: Diires . . dsc ade EE eee 23.38 17.00 

Second -qeieelies: yas 2c... te Ses Me xe 18.63 17.00 

er er 18.75 17.00 

et ee a a Ee 18.25 16.50 
1984 

Punt qusitel.,.. oo 26+-pe ne reeee eeu 18.38 15.25 

Secomd Genter * 2's 2 cae eee ae 19.75 15.38 

Thad quate”. .2: 22. eee 16.88 12.50 

Fourth quarter (through October 17) -..... 17.00 15.00 
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PRO FORMA CAPITALIZATION OF INSPIRATION RESOURCES 


The following table sets forth the consolidated debt and stockholders’ equity of Inspiration Resources at 
June 30, 1984, and the pro forma consolidated debt and stockholders’ equity as if the Exchange Offer, the 
Equity Subscription, the Danville Investments and the Debt Repayment had occurred on June 30, 1984. The 
table should be read in conjunction with the June 30, 1984 unaudited pro forma consolidated condensed 
balance sheet and Notes to Pro Forma Financial Statements of Inspiration Resources, which appear on the 
following pages. 

June 30, 1984 (Unaudited) 


Actual Pro Forma 
Amount To Adjustments Amount To 
(In thousands) (In thousands) 

Short-term debt, including current 

portion of long-term debt ...... $ 69,202 5.6 $ (6,600) (1) $ 62,602 4.9 
Long-term debt, net of current por- 

tiot sss. ss ces ee 377,677 80.5 (49,364) (1) 328,313 25.7 
Minority interest. ................ 297,833 24.1 (81,323) (2) 216,510 17.0 
Stockholders’ equity .............. 492,526 39.8 176,500 (3) 669,026 92.4 
Total capitalizations. abiewiee tat $1,237,238 100.0 $ 39,213 $1,276,451 100.0 


Description of Pro Forma Adjustments 


1. To record the use of a portion of the proceeds of the Equity Subscription and the Danville equity 
offering to retire debt. 


2. To record the change in minority interest due to the acquisition of Madison Shares in the Exchange 
Offer and the Danville Investments. 


3. To record the issuance of additional Inspiration Resources Common and Class A Shares pursuant to 
the Exchange Offer and Equity Subscription. 
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PRO FORMA FINANCIAL STATEMENTS OF INSPIRATION RESOURCES 

The following pro forma financial statements should be read in conjunction with the Notes to Pro Forma 
Financial Statements of Inspiration Resources and with the financial statements of Inspiration Resources and 
Madison, which appear elsewhere herein. 

The following unaudited pro forma consolidated condensed balance sheet is presented (i) on a historical 
basis, which reflects the Madison Acquisition and the Vanderbilt Acquisition, which occurred prior to June 
30, 1984, and (ii) on a pro forma basis to give effect to the Exchange Offer, the Equity Subscription, the 
Danville Investments and the Debt Repayment as if they had occurred on June 30, 1984. 

The unaudited pro forma consolidated condensed balance sheet reflects adjustments that are based upon 
the terms of transactions as set forth in the Notes to Pro Forma Financial Statements of Inspiration Resources. 
Changes in such terms, including the assumed market price for Inspiration Resources Common Shares, will 
affect these adjustments. 


INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES 
PRO FORMA CONSOLIDATED CONDENSED BALANCE SHEET 


June 30, 1984 
(Unaudited ) 


Historical Pro Forma Adjustments Pro Forma 
Basis Debit Credit Basis 


(In thousands) 


ASSETS: 
Cash and short-term investments .....................2.0000- $ 174,121 $100,000(D)  $ 80,964(E) $ 177,620 
4,.463(C)  20,000(A) 
‘Accounts-receivablemniet 2o.oes SPM d ew om esp eisS sea ona OES 146,513 146,513 
Inventories 28 0a ee ee, OL aes. hae ee 139,694 139,694 
Od ste eS SE nr on a ee eae Lerner, ean aes DMDS 5,753 
Fhotalucurrentrassetswetrie ee eer ek bar eke is aces 466,081 104,463 100,964 469,580 
INVeSEMENTS trappers ease. Nel beh sites os Sore auger kala for seeks at 290,210 25,000(E ) 315,210 
Property, plant and equipment, net ......................---. 681,712 527(C) 692,426 
4,496(B) 
5,691(A) 
EE ma sSetSinadag serra sacshie- sie serie SR nce AE sis ee PAE 4 43,779 43,779 
Motal#Assetsiae nec ice ee ret SPO. oy eee $1,481,782 $140,177 $100,964 $1,520,995 
LIABILITIES AND STOCKHOLDERS’ EQUITY: 
Current’ liabilities 2000) c2)o0 ots a, Oa ne  eeds oes ine Rhee $ 259,710 $ 6,600(E) $ $ 253,110 
EL DrIGELCrEN CODE yer, Ake rk UA Ned ash, ON cha Cea aat 377,677 49,364(E) 328,313 
@therliabilitiess fe c.f ee ies AE ood Fume ects 12,682 12,682 
Deterredsincome taxes meets kre ase ease ol ee Rare een 41,354 41,354 
Minority interesta-. poner des ccsra ees rata neha tere acl re es alos 297,833 90,809(A ) 4,990(C) 216,510 
4,496(B) 
eLotals lia biliticsmerpete cater aot ea ee eae ee 989,256 146,773 9,486 851,969 
Stockholders’ Equity: 
GanitaleStock aac Piet Ort see ee eet aE ea Ravn eects 71,245 15,686(D) 98,931 
12,000(A) 
Paid-tat surplus. -BEi ess OMB < 1c cclns SEERBS oraclccs EER 370,904 84,314(D) 519,718 
64,500(A) 
Currency translation aajustment |... a2eca0c cs tee ee wc (28,488 ) (28,488 ) 
etainedvearnings aawcrm acer teas staat. operat insta icdie sie Saar 78,865 78,865 
Total: Stockholders Equitym=......c0esssee....-seeee 492,526 _ 176,500 669,026 
Total Liabilities and Stockholders’ Equity .................... $1,481,782 $146,773 $185,986 $1,520,995 


Description of Pro Forma Adjustments 

(A) To record the acquisition of 4,000,000 shares of outstanding Madison Shares in exchange for 
12,000,000 Inspiration Resources Common Shares and $20 million in cash and resulting purchase accounting 
adjustments, including reduction in minority interest based upon Inspiration Resources’ carrying value of 
Madison and the resulting adjustment to property, plant and equipment, net. 

(B) To record the exchange by Inspiration Resources of 4,000,000 Madison Shares for 170,796 shares of 
Danville Common Stock and resulting purchase accounting adjustments. 

(C) To record the effect of the $40 million equity offering by Danville and resulting purchase 
accounting adjustments. 

(D) To record the subscription by Minorco for an aggregate of 15,686,274 Inspiration Resources 
Common and Class A Shares at an assumed value of $6.375 per share. 

(E) To record the use of a portion of the proceeds of the Equity Subscription and the Danville equity 
offering as (i) an additional investment in Prospect by Danville of $25 million; (ii) the retirement of $49.4 
million of long-term debt by Inspiration Resources; and (iii) the retirement of $6.6 million of current debt by 
Danville. 

See accompanying Notes to Pro Forma Financial Statements of Inspiration Resources. 
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The following unaudited pro forma consolidated condensed income statement is presented (i) on a 
historical basis, which includes the results of Madison and Danville beginning April 3, 1984, the date of the 
Madison Acquisition; (ii) on a pro forma basis to give effect to the Madison Acquisition and the Vanderbilt 
Acquisition, as if those transactions had occurred on January 1, 1984 (“Pro Forma Basis — Prior Transac- 
tions’); and (iii) on a pro forma basis to give effect to the Prior Transactions and to the Exchange Offer, the 
Equity Subscription, the Danville Investments and the Debt Repayment as if they had occurred on January 1, 
1984 (“Pro Forma Basis — Current Transactions’ ). 


The unaudited pro forma consolidated condensed income statement is not necessarily indicative of the 
actual results that would have occurred had Inspiration Resources effected all of these transactions as of 
January 1, 1984, or of future operations of Inspiration Resources. 


INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES 
PRO FORMA CONSOLIDATED CONDENSED INCOME STATEMENTS 


Six Months Ended June 30, 1984 


(Unaudited ) 
Pro Forma Pro Forma 
Adjustments — Prior Pra Forma Adjustments — Current a alos 
Historical _____Transactions Basis — Prior _____Tramsactions Current 
Basis. __ Debit _- __Credit___ Transactions , __ Debit _____Credit _ ~ Transactions 
(In thousands, except per share amounts) 
Net:sales)-.; Ak saeeeae: ae $532,571 $ $2,0387(1) $534,608 $ $ $534,608 
871(4) 
2,280(3) 
Interest and other income 13,247 263 (2) 2,923(1) 19,058 19,058 
Total revenue ........ 545,818 263 81 _553,666 _553,666 
Ost Of SalES J, sige tion one 451,336 561(1) 451,897 451,897 
Depreciation, depletion and 500(7) 
amortization .......... 34,550 849(1) 35,899 445(D) 36,344 
General and administrative 
expense ©. cure eis 43,034 2,779(1) 45,813 45,813 
Interest expense .......... 25,028 814(1) 25,842 8,191(A) 22,651 
55(6) 
Minority interest.......... 1,074 2,719(5) 3,848 454(C) _1,547(B) 2,755 
Total costs and expenses 555,022 8,277 563,299 899 4,738 559,460 
Earnings (loss) from contin- 
uing operations before 
taX€S See" hac. nies Bass (9,204 ) 8,540 8,111 (9,633 ) 899 4,738 (5,794) 
Provision for income taxes 5,558 2,286 7,844 7,844 
Loss from continuing 
operations ........ $(14,762) $10,826 $8,111 $(17,477) $899 $4,738 $ (13,638) 
Loss per common share $ (0.49) $ (0.58) $ (0.24) 
Weighted average num- 
ber of common shares 
outstanding ........ 30,249 30,249 57,935 


Description of Pro Forma Adjustments 
Prior Transactions 


(1) To record the historical results of Danville and Madison for the three months ended March 31, 
1984. 


(2) To eliminate from income the first quarter dividend paid by Adobe Oil & Gas Corporation 
(“Adobe’’), which is carried under the equity method by Madison. 


(3) To record the equity earnings of Adobe and to eliminate the equity earnings of Danville recorded 
by Madison for the three months ended March 31, 1984. 


(4) To adjust interest and other income of Danville to reflect the change in method of accounting for 
venture capital investments from market valuation to the cost/equity method of accounting, as appropriate. 
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(5) To record the minority interest in Madison for the three months ended March 31, 1984. 
(6) To record the minority interest in Danville for the three months ended March 31, 1984. 


(7) To record an increase in depreciation, depletion and amortization expense for the three months 
ended March 31, 1984 as a result of higher asset values due to purchase price allocation and related 
accounting adjustments. 


Current Transactions 


(A) To record the reduction in interest expense resulting from the repayment of debt by Inspiration 
Resources and Danville at an assumed average interest rate of 11%, which approximates actual interest costs 
incurred. 


(B) To reflect the reduction of minority interest in Madison resulting from the Exchange Offer. 
(C) To reflect the adjustment of minority interest in Danville resulting from the Danville Investments. 


(D) To record an increase in depreciation, depletion and amortization expense for the six months 
ended June 30, 1984 as a result of higher asset values due to purchase price allocation and related purchase 
accounting adjustments. 


See accompanying Notes to Pro Forma Financial Statements of Inspiration Resources. 


15 


‘P86I euNf UI _%OG MoTaq 


0} diysioumo ul uoNonpar 94} JO ynsor & se AIeIpIsqns payeplposuoo ke ueYy} Joyye1 saysoaut Ayinba ue se yoodso1g yoper 0} peyysoy (11) 


€88'6P 


L¥9'TS 


SINAWALVLS ANOONI CASNAGNOO GALVAITOSNOO VWHOA Od 


‘uoneuaseid PRET ‘OS euN[ YIM UNLOFUOO 0} payissefoa1 udeg OAR syUNOUTe UTe{Ia,) (1) 


E861 “TE Jequisoaq] pepug sv9X 


LEI'TS 


(Z8T) ¢ (6rr) ¢ (28'S) 
(69°68) ¢ 0086 $ Oss‘T¢ (660‘L6)$ 09S‘cT¢ 18S°03$ (FSg‘T)$  $29% ¢ (FET‘OT)$ (16938) $ 
(16T‘s) (161‘S) (1) FS8Z'T — (080‘9) (gz) €98'T 
(88r‘98) 0086 O88‘T (806‘86) OLBFT L8S‘0Z (FS8‘T) SOL'8 (926'6) (03S‘F8) 
666 ‘P26 0086 088'‘T 61F ‘386 666 9IL‘ZI OTgS'8 §89'G 169‘6 810°006 
61F‘9 (a) LESS = (OD) 066 9168 (L) BLP (9) 0906 — — — 88S 
P8S6r (VW) ScL‘s LES‘Gg 0S — 120‘ 9F6 ‘TS 
68608 68608 LOL‘T €89'G F69°S Ch8‘OL 
SE9'F8 (a) 068 GPL‘S8 tH} 999'T 096 “= 69'S 98F°GL 
G) 000 
ZLE‘SOL CLS COL SL) LzS'8 693'S — 88S SOF TOL 
ITS‘8E8 ITS‘8S8 LLZOL TL8‘L 9SPF‘9 986FI1 (Sez) S6F‘STS 
CSO‘FS GSO‘FS (3) L301 (1) POLS 6FS 98SF1 (860‘T) Z6L‘LI 
($) 16 
(F) OFF 
OLE F08$ $ $ OLE F08$ $ $ LOGS $ —— Garcon: =¢ 90L‘L6L$ 
(syunowre aseys 19d ydaoxa ‘spuesnoy) uy) 
suolyesueIy Wp219  ugqeqd suoljesuery, YWpeag 1qeaq yiqrepueA = uosipey (I)ayfiAueq (1) sao1nosay 
por suonoesuery yuoung = 7ONd — SISPH— Suonoesuesy, 10K1g uonesdsuy 
a Sev — sjusuysnipy bates ae — s}uaunsnipy eyed [eloueuly [eor10}sipy 
Ree ds nd BULIO O1g BULIO 01g 
(poypneuy) 


SHIA VIGISHAS UNV NOILVYOdYOO SAOMNOSAY NOLLVUIdSNI 


surpueys}no seieys UOUIUI0S 
jo Joquinu aZeiaae payysioiy, 


aieys UOUIUIOD Jad sso 


ANON AS OutY oLon suoneiedo Zur 
-nuyuod Wor (sso]) auIooUT 


Saxe} 
auooul (10} uoTstIAoId) jo yyoueg 
aes ee Saxe} a10joq suolesado 

sumnuyuos wo (ssoj) ssuruse 


See ESOSUOG Xo. puke s}soo [BOL 


eee OOM E e leleehwitel s\6 3s919}UT AYLIOUIPy 
asuedxa }sa19}U] 
Oe) 'ea) (nl e-'a lela tml ere: «6 waite jee. is asuadxa 
aATJeI}sIUIWIpe pue [eleaues 
Seo han Seen clo uonezy 
-lowe puke uonedep ‘uoneaideag 


sis isinel sie) lee) is}fefie) «) is: .0! wiceliays soyes jo 4so_) 
elie) siie wie si su eiiay sie ONnUdAII [®3°.L 


PSUS QUIOOU! Jay}0 pure jsa19\U] 


Slee lretie tall aVnl eluates ot sale:etemaptes ol rs sayes ON 


‘sooInosay uoNeiidsuy Jo suoneiodo aInjnj Jo 10 “Eg6t “[ Arenuef jo se suonoesues 9saY} JO [[B pe}oeHe saomosey uonesmdsuy pey permn990 
oARy P[Nom jeU} SyNsord [eNjoe oy} JO BANLOIpUI A]I1ess9d0uU OU ST JUOUIA}e]s QUIOOUT pesuspuoo pejeplfosuoo eurioy o1d paypneun sy y, 


‘(_ suonjoesuely] yUaLIND — siseg eulIOg 


O1g,,) S86T ‘T Arenuef ye posimoo0 pey suotjoesuey asoyy ft se ‘uoutkeday yqoq 94} pue syuouU|saAu] ay[IAUeq oy) ‘uondiiosqng Aynby 
24} ‘IOHO ssueyoxy oy} 0} pue suonovsuesy, 101g OY} 0} JOOFe 9AIZ 0} stseq vuLIO} O1d & UO (TIT) pue ‘(_suOMoRsURI], IOIIg — sIseg eULIO 
O1g,,) S86I ‘T Arenuef uo paimooo pey suojorsueyy 9soy} JI se “uoTyIsInboy jIqrepue,A oy} pue ‘UoNIsInboy uUosIpeyy ay} 0} JAP OAIB 0} siseq 
vulio} old & UO (II) ‘sIseq [eol10}sIY eB UO (1) payuasaid st yUOUTA}e}s BUIOOUT pesuspuoo peayepl[osuoo euro} O1d poypneun SUIMOTIO} oy 


16 


Description of Pro Forma Adjustments 


Prior Transactions 
(1) To record adjustments for the effects of the acquisition of Vanderbilt by Madison. 


(2) To record the equity earnings of Adobe, to adjust the equity earnings of Marline Oil Corporation 
(“Marline”) and to eliminate the equity earnings of Danville recorded by Madison. 


(3) To eliminate from income the dividend paid by Adobe which is carried under the equity method 
by Madison. 


(4) To adjust interest and other income of Danville to reflect the change in method of accounting for 
venture capital investments from market valuation to the cost/equity method of accounting, as appropriate. 


(5) To record an increase in depreciation, depletion and amortization expense as a result of higher asset 
values due to the allocation of purchase price and related accounting adjustments. 


(6) To record the minority interest in the earnings of Madison. 


(7) To record the minority interest in the earnings of Danville. 


Current Transactions 


(A) To record the reduction in interest expense resulting from the repayment of debt by Inspiration 
Resources and Danville at an assumed average interest rate of 10%, which approximates actual interest costs 
incurred. 


(B) To reflect the reduction of minority interest in Madison resulting from the Exchange Offer. 
(C) To reflect the adjustment of minority interest in Danville resulting from the Danville Investments. 


(D) To record an increase in depreciation, depletion and amortization expense as a result of higher 
asset values due to the allocation of purchase price and related purchase accounting adjustments. 


See accompanying Notes to Pro Forma Financial Statements of Inspiration Resources. 
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NOTES TO PRO FORMA FINANCIAL STATEMENTS OF INSPIRATION RESOURCES 
(Unaudited) 


The accompanying pro forma information gives recognition to the transactions whereunder (a) 
Madison issued to Danville 11,482,487 shares of Madison Common Stock, representing approximately 53 % of 
all the Madison Common Stock outstanding after the issuance, in exchange for all of the shares of Trend 
Exploration (whose assets included a 27% interest in Adobe) and Trend International, approximately 36 % 
of the outstanding common stock of Marline and approximately 6% of the outstanding common stock of 
Aberford; (b) Danville issued to Inspiration Resources 397,185 shares of Danville Common Stock, represent- 
ing approximately 73% (68% on a fully-diluted basis) of all the Danville Common Stock outstanding after 
the issuance, in exchange for all of the shares of Trend Exploration and Trend International and (c) the 
acquisition by Madison of Vanderbilt. (Items (a) through (c) are collectively referred to as the “Prior 
Transactions ’. ) 


In addition, the accompanying pro forma information gives recognition to the proposed transactions 
whereunder (d) 12,000,000 newly-issued Inspiration Resources Common Shares at an assumed market value 
of $6.375 per share and $20 million cash are exchanged for 4,000,000 shares of Madison Common Stock 
outstanding, representing approximately 18.4% of Madison Common Stock outstanding; (e) the exchange by 
Inspiration Resources of the 4,000,000 newly-acquired shares of Madison Common Stock for 170,796 newly- 
issued shares of Danville Common Stock, representing approximately 24% of Danville Common Stock 
outstanding after such issuance; (f) the $40 million Danville equity offering, which is to be subscribed 76.6 % 
by Inspiration Resources, 12.1% by Madison and 11.2% by certain other minority holders of Danville, the 
proceeds of which will be used (i) in part as working capital and for other corporate purposes, including 
repayment or reduction of Danville’s current debt ($6.6 million at June 30, 1984 and subsequently 
increased) and (ii) to make an additional investment of $25 million in Prospect; (g) the subscription by 
Minorco for 15,686,274 newly-issued Inspiration Resources Common Shares or Class A Shares, or a 
combination of Inspiration Resources Common Shares and Class A Shares, for $100 million cash; and (h) the 
utilization of the remaining proceeds of the Equity Subscription (up to $49.4 million) to repay long-term 
floating rate debt of Inspiration Resources outstanding under various revolving credit facilities. (Items (d) 
through (h) are collectively referred to as the “Current Transactions.) The shares issued in (d) and (g) 
above by Inspiration Resources constitute approximately 48% of the total Inspiration Resources Common 
Shares, Class A Shares and Trust Shares after such issuance. 


The accompanying pro forma financial information includes a pro forma balance sheet and income sheet 
at and for the six months ended June 30, 1984, and a pro forma income statement for the year ended 
December 31, 1983. The pro forma balance sheet begins with historical amounts and, therefore, includes the 
effects of the Prior Transactions, which were effected on or before April 3, 1984. The pro forma balance sheet 
adjustments give effect to the Current Transactions only and do so as if they had occurred on June 30, 1984. 
The pro forma income statements also begin with historical amounts; however, the pro forma adjustments are 
presented to give effect to the transactions as if they had occurred on January 1, 1984 or 1983, respectively. 
The June 30, 1984 historical amounts include the results of Madison and Danville since April 3, 1984, the date 
of the Madison Acquisition. 


Prior Transactions 


The exchange of the assets between Inspiration Resources, Danville and Madison described in (a) and 
(b) above was based upon independent appraisals of the assets to be exchanged by the parties. The fair 
market value, as determined for assets to be received by Inspiration Resources, was at least equal to the 
carrying value of Inspiration Resources’ assets exchanged. Accordingly, assets acquired have been recorded at 
carrying value of assets disposed of. Under the circumstances, no gain or loss arose from the exchange. This 
accounting treatment is in accordance with APB Opinion No. 29. 


Trend Exploration’s 27 % interest in Adobe was previously carried on the cost basis. As a result of the 
Madison Acquisition, Madison acquired this interest in Adobe and has recorded it under the equity method of 
accounting. The difference between the carrying value of the Adobe investment reflected in the pro forma 
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consolidated financial statements and the equity in underlying net assets of Adobe is being amortized based 
on the allocation of such difference to properties. 


The acquisition of Vanderbilt as a consolidated subsidiary of Madison has been accounted for under the 
purchase method and, accordingly, the purchase price has been allocated to assets acquired and liabilities 
assumed based upon their fair values at the date of acquisition. 


Prior to its acquisition by Madison, Vanderbilt accounted for its oil and gas operations on the successful 
efforts method of accounting. Because Madison uses the full cost method of accounting, the December 31, 
1983 pro forma consolidated condensed statement of income — Prior Transactions reflects a change from the 
successful efforts to full cost method of accounting for Vanderbilt to conform accounting policies. 


The December 31, 1983 Pro Forma Adjustments — Prior Transactions include a reduction of interest 
income earned by Madison in 1983 on the $26,174,001 of U. S. Treasury securities based on the assumption 
that these securities were used to acquire Vanderbilt as of the beginning of 1983. 


The pro forma income statements of Inspiration Resources give recognition to the Current Transactions 
and the Prior Transactions as though they had occurred at January 1, 1983 and 1984. Accordingly, the Pro 
Forma Basis — Prior Transactions income statements for the six months ended June 30, 1984 include 
adjustments to reflect the results of operations of Danville and Madison for the first quarter of 1984. 


After the Madison Acquisition, Madison’s previous 38.4% interest in Danville was reduced to 15.5%. 
This interest is recorded by Danville as treasury stock and is eliminated in the accompanying consolidated 
pro forma financial statements. 


Prior to Inspiration Resources’ acquisition of its interest in Danville, Danville accounted for its venture 
capital investments on a market value basis. An adjustment has been made in the pro forma income 
statements to reflect Inspiration Resources’ use of the cost or equity method of accounting for investments, as 
appropriate, in order that Danville conform with Inspiration Resources’ accounting policies. 


Current Transactions 


The exchange of 12,000,000 Inspiration Resources Common Shares and $20 million in cash for 4,000,000 
shares of Madison Common Stock outstanding and the subsequent exchange of the newly-acquired shares for 
Danville Common Stock have been accounted for under the purchase method in accordance with APB No. 
16. Accordingly, the purchase price in each transaction has been allocated to the assets acquired and 
liabilities assumed based upon estimated fair values, which for the purposes of the pro forma financial 
statements are assumed to be equivalent to book value. The resulting excess of purchase price over the net 
assets acquired has been allocated to property, plant and equipment pending the final appraisal of fair values. 
Accordingly, the actual allocation of purchase price may vary substantially from the pro forma allocation. 


For purposes of preparing the pro forma income statement adjustments, the proceeds from the Equity 
Subscription are assumed to be available at January 1, 1984 and 1983, respectively, and a portion of the 
proceeds is assumed to be used to retire $49.4 million of long-term debt of Inspiration Resources on January 1 
of the pertinent period. A reduction of interest expense has been reflected in the pro forma adjustments 
based upon an assumed average interest rate for the retired debt. 


The Danville $40,000,000 equity offering gives rise to a $4,463,000 increase in the consolidated cash 
balance representing the maximum cash proceeds which could be received from third parties. The 
$30,636,000, which is to be provided by Inspiration Resources, and $4,901,000, which is to be provided by 
Madison, in the Danville equity offering is already included in the consolidated balance sheet at June 30, 
1984 and, accordingly, no pro forma adjustments are required. 


The proceeds of the Danville equity offering are also assumed to be available at January 1, 1983 and 
1984. It is also assumed that the maximum amount, $4,463,000, to be subscribed by third parties will be 
received. A portion of the proceeds is assumed to be used to retire $6.6 million of Danville’s current debt. Of 
the remainder, $25 million will be used for the investment in Prospect and the balance will be retained as 
working capital. 
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SELECTED FINANCIAL INFORMATION OF INSPIRATION RESOURCES 

The following table sets forth selected consolidated financial information for Inspiration Resources. The 
information with respect to the Canadian operations has been restated based on generally accepted 
accounting principles in the United States. As described in INSPIRATION RESOURCES’ MANAGEMENTS’ 
DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS — Results of Opera- 
tions — Six-Month Periods Ended June 30, 1984 and 1983 Compared, Inspiration Resources’ agricultural 
chemicals operations are quite seasonal. During the six months ended June 30, 1984, agricultural chemicals 
provided a significant positive contribution to earnings. Because sales and earnings from agricultural 
chemicals historically are significantly stronger in the first half of the year, the results for the first half of 1984 
are not necessarily indicative of full year 1984 results. 


Selected Consolidated Financial Information 
Six Months Ended 
June 30 Year Ended December 31 
1984 1983 1983 1982 1981 1980 1979 
(Unaudited ) 
(In thousands, except per share amounts) 
Financial Position at End of Indi- 
cated Period 


Wiorkingscapital so". cea ae $ 206,371 $ 149,128 $ 183,141 $ 68,455 §$ 169,318 $189,473 $131,069 
Totahassetst ".. S72 Sang? isends 1,481,782 1,131,553 1,111,131 1,092,274 1,128,080 806,372 672,940 
Capital employed .............. 1,222,072 949,128 926,788 858,948 950,443 644,894 542,021 
Long-terndebtvin. fe aes 5 377,677 492,085 350,901 387,998 378,838 169,110 116,030 
Minoritysinterest =). 2 sae 297,833 5,669 5,794 6,439 21,220 41,110 34,756 
Stockholders’ equity ............ 492,526 895,427 518,011 402,762 437,453 851,753 820,455 
Operations 
Revenues" 20: aces eae coe $ 545,818 $ 455,578 $ 815,498 $ 811,511 $ 928545 $874,318 $670,726 
Gross: profit" as: Ma sracsyenpe. ee 25,697 3,548 (15,612) (19,840) 24,097 82,104 72,393 
Earnings (loss) before extraordi- 
nary: items(s. Jsa4e Soe hea ee (14,762) (28,370) (82,657 ) (72,342) (13,052) 52,199 33,274 
Extraordinary items ............ — — — 44,979 — 1,450 8,149 
Net income (loss).............- (14,762) (28,370) (82,657 ) (27,363 ) (18,052) 58,649 86,423 
Earnings (loss) per share: 
Before extraordinary items .... (0.49 ) (1.74) (3.82) (4.45 ) (.80) 3.21 2.05 
After extraordinary items .... (0.49) (1.74) (3.82) (1.68) (.80) 3.30 2.24 
Capital Expenditures ............ 34,952 30,000 71,597 116,509 197,814 111,155 74,152 


* Prior period amounts have been reclassified to conform with the June 30, 1984 presentation, including 
a reclassification of selling expenses from “revenues” to “general and administrative expense’ in the amount 
of $18,265,000, $36,479,000, $35,383,000, $33,558,000, $30,168,000 and $25,168,000 for the six months ended 
June 30, 1983 and the years ended December 31, 1983, 1982, 1981, 1980 and 1979, respectively. Other 
reclassifications are not material. 


The following table sets forth certain business segment and geographic information for the six months 
ended June 30, 1984 and 1988 and for the year ended December 31, 1983. 


Selected Business Segment Information 
Six Months Ended June 30, 1984 


Agricultural Venture 
Petroleum Chemicals Capital Metals Coal Corporate Combined 
(In thousands) 
Revenue 

Net Sales 
Wnited:States) aaa eae $10,463 $259,468 $ — $ 93,615 $36,617 $— $400,163 
Indonesia. 4.4.05.s stenoses eore 17,140 = _ = — _— 17,140 
Ganadaga:... 0. ee oem __1,373 st hhestak Ws axe _118,895 — csr _ 115,268 
28,976 259,468 —_— 207,510 36,617 _ 532,501 
Interest and other income ...... 5,040 3,669 (689 ) 4,649 269 309 13,247 
Total Revenue ........ $34,016 $263,137 $ (689) $212,159 $36,886 $309 $545,818 

Operating Profit (Loss) 

Wnited|States®.. 42 eae oe $ 1,238 $ 12,563 $(2,109) $ 1,204 $(1,887) $309 $ 11,318 
Indonesiagotrn fee el ee eee 9,648 os — = — — 9,648 
Ganadater cc ote Cee 752 Ber at _ __ L076 — Rice. __ 1,828 
$11,638 $ 12,563 $(2,109) $ 2,280 $(1,887) $309 22,794 
Unallocated expenses, net ...... (6,970) 
Interestiexpense ie ane eee (25,028 ) 
Provision for income taxes ...... (5,558 ) 
Net#Iioss)* 2s. . ee ae ate $ (14,762) 
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Revenues 
Net Sales 


United States 
Indonesia 


Canada 


Interest and other income 
Total Revenue 


Operating Profit (Loss) 
United States 


Indonesia 


@anada Bini nee ewe 


Unallocated expenses, net 
Interest expense 
Benefit of income taxes 


Net Loss 


Revenues 
Net sales 


United States 
Indonesia 


Canada 


Interest and other income 
Total revenues 


Operating Profit (Loss) 
United States 


Indonesia 


Canada wie «Hasek: 


Corporate and unallocated expenses ... . 
Interest expense 
Benefit of income taxes 


Net loss 


Petroleum 


Petroleum 


Selected Business Segment Information — (continued) 
Six Months Ended June 30, 1983° 
Agricultural 


Chemicals Metals Coal Corporate 


(In thousands) 


$182,947 $ 93,539 $15,853 — 
a 122,145 = = 
182,947 215,684 15.853 = 
4,263 3,834 457 337 
$187,210 $219,518 $16,310 $337 
$ (2,585)  $ (1,898)  $(4,669) $337 
= (3,313) =e 
$ (2,585)  $ (5,211) —$(4,669) $337 


Year Ended December 31, 1983" 
Agricultural 


Chemicals Metals Coal Corporate 


(In thousands) 


$283,498 $171,671 $ 39,221 $= 


= 242,769 = = 
283,498 414,440 39,221 = 
7,442 4,802 1,193 (3) 


$290,940 $419,242 $ 40,414 Sar M3) 


$(10,867)  $(18,953) $ (9,164) $ (3) 


= (7,908) = = 
$(10,867)  $(26,861) $ (9,164) $ (3) 


Combined 


$301,078 
20,144 
123,076 


444,298 
11,280 


$455,578 


$ (8,156) 
11,822 
(2,870) 

796 
(3,178) 
(29,002) 
3,014 
$( 28,370) 


Consolidated 


$512,395 
40,116 
245,195 


797,706 
VT 7192 


$815,498 


$(39,101) 
22,722 
(6,207 


) 
(22,586) 
(11,704) 
(50,230) 
1,863 


$ (82,657) 


* Certain amounts have been reclassified to conform with the June 30, 1984 presentation, including 
reclassification of selling expenses from “Net Sales” in the Agricultural Chemicals segment of $18,265,000 
and $36,479,000 for the six months ended June 30, 1983 and the year ended December 31, 1983, respectively. 
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INSPIRATION RESOURCES’ MANAGEMENT’S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


Liquidity and Capital Resources — June 30, 1984 and December 31, 1983 


Except for the loss incurred to date, there have been no significant changes in financial condition since 
year end. Operations have generated $28.1 million of cash to date. In addition, Inspiration Resources 
exchanged its investment in Trend for a direct controlling interest in Danville and an indirect, controlling 
interest in Madison. As a result of the Madison Acquisition, the cash and short-term investments at April 3, 
1984 (the effective date of the transaction) increased by approximately $95 million. Such amount will be 
used primarily to finance oil and gas operations. 


During the first quarter, Inspiration Resources replaced a subsidiary’s long-term credit facility with a 
new long-term facility at the parent company level. This resulted in Inspiration Resources increasing its long- 
term borrowings by approximately $111 million, most of which was used to repay in full the subsidiary’s 
outstanding borrowings totaling $107 million. In July 1984, Inspiration Resources executed loan agreements 
with a group of banks providing for $450 million in long-term credit lines to replace existing long-term 
borrowing arrangements totaling $350 million. As of July 31, 1984, Inspiration Resources had available 
approximately $53 million of unutilized short-term lines of credit and approximately $227 million of 
unutilized long-term credit facilities. 


Liquidity and Capital Resources — December 31, 1983 and December 31, 1982 


Depressed market conditions in most sectors in which Inspiration Resources operates adversely affected 
its earnings and cash flows in both 1983 and 1982. However, its balance sheet liquidity position was 
materially improved in 1983 by equity financing totaling $180.8 million. The current ratio improved from 
1.3:1 in 1982 to 1.7:1 in 1983 as a result of the short-term investment of approximately $50 million of equity 
proceeds by HBMS, which together with a decrease in short-term debt resulted in working capital increasing 
from $63.5 million at the end of 1982 to $133.1 million at the end of 1983. As a result of its unique capital 
structure, under which HBMS Special Shares are convertible into Inspiration Resources Common Shares, 
Inspiration Resources was able in 1983 to successfully tap the Canadian equity market. 


At the end of 1983 Inspiration Resources’ total debt was 43.9% of total capitalization (short- and long- 
term debt plus stockholders’ equity) versus 53.7% at the end of 1982, as a result of the equity issues. Total 
debt at the end of 1983 stood at $405.9 million, down $60.5 million from the 1982 level, due to the 
repayment of debt at Inspiration Coal and Trend Exploration and a reduction at HBMS, with some offsetting 
increase at the corporate level, following Inspiration Resources’ policy to consolidate debt at the parent 
company level. Inspiration Resources had unused commitments for long-term financing of $129.8 million at 
the end of 1983, plus additional short-term lines of $72.0 million. 


Despite the depressed operating results of the last three years, Inspiration Resources’ operations 
generated positive cash flows, before debt repayments and capital expenditures, in both 1981 and 1982, and a 
small negative cash flow of less than $2 million in 1983. In 1983 the full proceeds of the equity issues were 
applied against bank indebtedness primarily incurred to finance acquisitions and capital expenditures, and a 
portion was put into short-term investments. 


Capital expenditures in 1983 were 38.5% below the 1982 level, which had in turn been 41.1% below 
that spent in 1981, primarily reflecting reduced spending at the base metal operations, where most of the 
planned upgrading of metallurgical facilities has now been completed. Capital expenditures at all operations 
are being strictly limited to those essential to maintain production, with certain limited exceptions where 
capital is of a strategic nature. 


Results of Operations — Six-Month Periods Ended June 30, 1984 and 1983 Compared 


For the six months ended June 30, 1984, Inspiration Resources lost $14,762,000, or $0.49 per share, on 
revenues of $545,818,000 compared to a loss of $28,370,000, or $1.74 per share, on revenues of $455,578,000 
for the first six months of 1983. Increased sales volumes during the second quarter in the agricultural 
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chemicals business combined with higher zinc prices, increased production and cost containment measures in 
the metals segment were the primary factors for the improvement. Most of the improvement in the first six 
months of 1984 from 1983 earnings was attributable to the agricultural chemicals sector, which was able to 
respond to an unusually short spring fertilizer season. For the second quarter of 1984, Inspiration Resources 
recognized net income of $473,000, as compared with a net loss of $12,122,000 for the same period in 1983. 
Due to the seasonal nature of these earnings, it is expected that Terra’s favorable contribution to Inspiration 
Resources’ financial results in the third and fourth quarters will not be as significant as in the second quarter, 
and accordingly, at current metals prices, Inspiration Resources’ results for each of the third and fourth 
quarters of 1984 are expected to be comparable to those for the first quarter of 1984. For the first three 
months of 1984, Inspiration Resources realized a net loss of $15,235,000 compared with a net loss of 
$16,248,000 for the same period in 1983. 

As a result of record sales volumes of manufactured nitrogen solutions during the second quarter, Terra 
reported a 41% increase in revenues in the first six months of 1984. This, when combined with improved 
margins as a result of more efficient production, helped Terra to achieve operating income of $12.6 million 
this year compared to an operating loss of $2.6 million in the first six months of 1983. 

Petroleum operations, including Madison’s results for the second quarter of 1984, showed operating 
income of $11.6 million for the year to date compared with $12.9 million in the prior year. Trend’s 
Indonesian operations were the major cause for this decline, reflecting reduced liftings and sales prices offset 
slightly by lower production costs. Domestic operations improved slightly as lower production costs and 
higher crude oil production more than offset the impact of lower sales prices and natural gas production. 

For the first six months of 1984, venture capital operations had a loss of $2.1 million compared to none in 
the prior year, reflecting the acquisition of Danville effective April 3, 1984. 

Despite significantly lower sales prices, increased sales volumes and improved margins allowed the coal 
segment to cut its operating loss to $1.9 million in the first half of this year, 40% of the prior year loss of $4.7 
million. Reflecting increased demand for both steam and metallurgical coal, Inspiration Coal was able to sell 
1,142,000 tons in the six months ended June 30, 1984, up from only 434,000 tons in the first half of 1983. 

Significant improvement in the metals segment was evident in the first six months of 1984, as operating 
income rose to $2.3 million from an operating loss of $5.2 million in 1983. This was largely due to sharply 
higher zinc prices, which rose from an average London Metals Exchange (“LME’’) cash price of 31.8 cents 
per pound in 1983 to 44.9 cents per pound in 1984, continued cost control measures and improved 
productivity. In addition, a lump-sum payment in settlement of a tolling contract scheduled to expire in 
August 1984 was received by Inspiration Copper during the first quarter of 1984. Partially offsetting these 
positive factors were lower copper prices as the average New York Commodity Exchange (‘‘Comex’’) price 
this year was only 64.6 cents per pound versus 76.2 cents per pound last year. 


Results of Operations — Years Ended December 31, 1983, 1982 and 1981 Compared 

Inspiration Resources incurred a consolidated net loss of $82.7 million in 1983 compared to a loss before 
extraordinary item in 1982 of $72.3 million, and a net loss of $13.1 million in 1981. 1982's results were 
additionally favorably affected by an extraordinary gain of $45.0 million on the sale of a power plant in 
Canada, while 1981 results include a gain of $10.4 million incurred on the sale of a coal property. 

Depressed markets and selling prices in agricultural products, coal and petroleum products, coupled 
with higher interest costs and the write-down of certain assets, contributed to increased losses in 1983. These 
losses were partly offset, however, by cost reductions and improved efficiencies at the Canadian mining and 
metallurgical operations. 

Copper price performance was very disappointing throughout 1983. The Comex price, which had risen 
from less than 60 cents per pound in the fourth quarter of 1982 to 80 cents per pound in the second quarter of 
1983, fell back into the 60-cent range and on average was 72 cents in 1983, 66 cents in 1982 and 79 cents in 
1981. 

At HBMS, cost restraint programs commenced in 1982 continued into 1983, and although market 
conditions remained depressed, sales volumes and prices improved. Increased net sales, coupled with cost 
reductions, allowed HBMS to sharply reduce its loss in 1983 from that incurred before the extraordinary item 
in 1982, to a level comparable to the net loss incurred in 1981. 
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At Inspiration Minerals increased copper concentrate purchases at higher prices and high smelter 
standby and maintenance costs combined with a write-down of certain assets in the fourth quarter caused the 
1983 loss to exceed that incurred in 1982, which, as compared to 1981, had in turn been adversely affected by 
historically low selling prices, which more than offset significant cost improvements brought about by rigid 
cost controls and improved productivity resulting from a 34% reduction in work force. 


The petroleum operations of Trend International and Trend Exploration continued to make profitable 
contributions, but at a lower level than in 1982, which had in turn been lower than the 1981 level, reflecting 
normal declines in Indonesian production and prices as well as reduced domestic oil prices and curtailments 
in the U.S. gas market, partly ameliorated by increases in domestic production. 


Increased losses incurred by Terra in 1983 over 1982 levels were primarily due to sharply lower demand 
and hence selling prices for agricultural products, as a result of intemperate weather conditions and the 
Federal government’s land set-aside program whereunder more than 80 million acres were taken out of 
production. Terra was profitable in 1981. 


Sales volumes in 1983 for Inspiration Coal were below comparable 1982 amounts and on a level with 
1981 due to the depressed state of the coal business. This resulted in a continuing decline in coal prices, 
which was only partly offset by reduced unit production costs brought about by improved productivity. 


Revenues and income of the base metal operations are sensitive to changes in the selling price of copper 
and, to a lesser degree, of zinc, as production and sales volumes remain relatively constant over time. Selling 
prices are dictated by worldwide supply and demand relationships, with demand a function of economic 
activity in general, and more specifically activity in the building, automotive and appliance industries. It 
was, therefore, disappointing that due to worldwide oversupply and excess copper inventories, the real 
growth in the U.S. economy in 1983 did not affect copper prices more favorably, although zinc prices did 
improve. The petroleum sector has suffered in the past two years from poor economic conditions worldwide, 
which have depressed world petroleum prices. The agricultural sector is sensitive to farmers’ demands, 
which in turn are dictated by such uncontrollable factors as government policies and vagaries of the weather. 
In the coal sector, revenues and income are vulnerable to the effect of depressed market conditions, resulting 
from an excess of supply over demand, upon both volume and prices, with long-term sales contracts usually 
desirable. 


Consolidated net sales in 1983 were marginally in excess of those achieved in 1982, which had in turn 
fallen 10% below the 1981 level. Volumes sold in 1982 by HBMS decreased from 1981 levels as a result of a 
two-month shut down, resulting in a 17% revenue reduction. However, full production resumed in 1983 
restoring revenues to the 1981 level. At Inspiration Copper, sales revenues decreased 11% in 1982 mainly 
due to price weakness, while in 1983 increased sales volumes resulting from increased concentrate purchases 
in lieu of the toll treatment of concentrates accounted for an increase of 22% in sales revenues. At Trend, 
1983 sales revenues fell by 16% from levels achieved in 1982 and 1981 due to both volume and price 
reductions. Terra’s sales revenues in 1982 were reduced 14% by both volume and price decreases, a trend 
that continued into 1983 with a further 10% reduction. At Inspiration Coal, increased sales volumes in 1982 
yielded an improvement of 45% in sales revenues over 1981; however, in 1983 both volumes and prices 
declined to below the 1981 levels. 


Interest and other income was significantly lower in 1982 as compared with 1981 mainly as the result of 
the inclusion in 1981 of a $10.4 million gain on the sale of a coal property and hedging gains. In addition, 
joint venture profits in 1981 became losses in 1982. 1983 income was further reduced primarily because of 
lower interest income. 


Exploration expenses were decreased sharply in 1982 and again in 1983 due to a deliberate cut-back in 
exploration efforts in both Canada and the U.S., as part of the overall cost-saving program. 


Interest expense increased significantly in 1982 as compared with 1981 due to increased borrowings to 
finance acquisitions and capital expenditures. 


See INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited Supplemental Informa- 
tion — Impact of Inflation for information concerning the impact of inflation. 
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PRO FORMA FINANCIAL STATEMENTS OF MADISON 


The following pro forma financial statements should be read in conjunction with the Notes to Pro Forma 
Financial Statements and with the financial statements of Inspiration Resources and Madison, which appear 


elsewhere herein. 


The following unaudited pro forma consolidated condensed balance sheet is presented (i) on a historical 
basis, which reflects the acquisition of certain companies by Madison in the Madison Acquisition and the 
Vanderbilt Acquisition and (ii) on a pro forma basis to give effect to the issuance of additional Danville 
Common Stock in connection with the Danville Investments, as if it had occurred on June 30, 1984. 


MADISON RESOURCES, INC. AND SUBSIDIARIES 
PRO FORMA CONSOLIDATED CONDENSED BALANCE SHEET 


June 30, 1984 
(Unaudited) 


Historical 
Basis 


ASSETS: 


Wash¥anas US. Treasury securities =. seers oa 6 a ete ee ee es $101,361,323 


Marketableysecurities mess. mtorr: iaiic ace. 5s Me ort Sek ten. bees ota 123,605 
AACCOUMESETECEIVADICm eect re ta eee trices. eRe Rett hee iat. oA EOE 8,850,002 
Otherecurrentassets.-e pe hr eee che Sees cee ne rs cis bene 3,500,333 
113,835,263 
Oil and gas eee Co leCost method |e empanran ses ard icte see tte As 152,653,229 
Accumulated depreciation, depletion and amortization.................. (4,927,002 ) 
147,726,227 
Investments: 
A fhiliates aimee erate hk Ae es oc EE oe ets oe a ee aud 207,470,703 
CYS s «he 3 SDE re 5s ED Oy ok Bie: Na AO 22,996,889 
230,467,592 
OthersAssetss. 2h... core en 6. 5 na SE cao bl SET seat 8,289,577 
fotalPAssets# yaa. ot hee Rie Rk eee. ie re we an Boe $500,318,659 
LIABILITIES AND SHAREHOLDERS’ EQUITY: 
Current liabilities: 
Accounts payable and accrued expenses ...........-...-++.--+--+ $ 14,299,327 
MTMCOMIET CAKES. ak yoNs pelos. cease as ND a Aa Res cae te ROS Pe oes 5,091,969 
19,391,296 
Othemlongzterm liabilities iat cee ok eds 3 ee eet oe 1,380,918 
Deterredsincomestaxes, S0A Bw meme tied 6. RE Oe bee Seon. 3,184,230 
Shareholders’ equity: 
@onvertiblespreterredstocke +e eee ich aan oie ieee age 5,000,000 
Gommon stockes Meee ap i, ols le, ee Oo 23,759,435 
Adcitionalopaid=ingcapitalaa nn eee ra cay ee) oar ec yee 413,778,919 
Unrealized loss on noncurrent marketable equity securities .......... (2,157,810) 
Retainedyearnings® .. er ince OEE LIN corn akc one 3 Oe 132,608,943 
Treasury stock: 
COmMION er es ee ea ane et Rain eed ian ose see (84,627,272) 
Preterredim terse. ret atart ei Scere it Sarre a es ae cho ns (12,000,000 ) 
476,362,215 
$500,318,659 
(Caymanian Greives CUUGEUNCHINS 2 cocancaobocapesodueeoaqucy sunebensesde 19,889,136 
Booky value: pericommon: share was ai) anes ian ee eee oe aes $23.95 


Description of Pro Forma Adjustments 


(1) To record the subscription by Madison for $4,900,810 of the Danville equity offering. 


Pro Forma 
Adjustments 
Increase/ 


(Decrease) 


$( 4,900,810) (1) 


(4,900,810) 


4,900,810 (1) 
(2,841,513) (2) 


2,059,297 


$ (2,841,513) 


(2,841,513) (2) 


(2,841,513) 
$( 2,841,513) 


Pro Forma 
Basis 


$ 96,460,518 
123,605 
8,850,002 


3,500,333 
108,934,453 


152,653,229 


(4,927,002) 
147,726,227 


209,530,000 


22,996,889 
232,526,889 


8,289,577 


$497,477, 146 


$ 14,299,327 
5,091,969 


19,391,296 
1,380,918 
___ 3,164,230 


5,000,000 
23,759,435 
413,778,919 

(2,157,810) 
182,608,943 


(87,468,785) 


(12,000,000) 
473,520,702 
$497,477, 146 


_ 19,773,311 
$23.95 


(2) To record the incremental effect on Madison’s treasury stock account of Danville’s acquisition of 
4,000,000 shares of Madison Common Stock and Madison’s reduced ownership level in Danville attributable 


to the Danville Investments. 


See accompanying Notes to Pro Forma Financial Statements of Madison. 
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The following unaudited pro forma condensed income statement is presented (i) on a historical basis, 
which includes the results of those companies acquired by Madison in the Madison Acquisition, beginning on 
April 3, 1984, the date of the Madison Acquisition, and includes the results of Vanderbilt from January 11, 
1984, the date of the Vanderbilt Acquisition, (ii) on a pro forma basis to give effect to the Madison 
Acquisition and the Vanderbilt Acquisition, as if those transactions had occurred on January 1, 1984 (‘Pro 
Forma Basis — Prior Transactions’), and (iii) on a pro forma basis to give effect to the Prior Transactions 
and the issuance of additional Danville Common Stock in connection with the Danville Investments, as if 
those transactions had occurred on January 1, 1984 (“Pro Forma Basis — Current Transactions’ ). 


MADISON RESOURCES, INC. AND SUBSIDIARIES 
PRO FORMA CONSOLIDATED CONDENSED STATEMENT OF INCOME 


Six Months Ended June 30, 1984 


(Unaudited) 
Pro Forma Pro Forma 
Adjustments— Adjustments— 
Prior Pro Forma Current Pro Forma 
Transactions Basis— Transactions Basis— 
Historical Increase/ Prior Increase / Current 
Basis (Decrease) Transactions (Decrease) Transactions 
Revenues 
@ilgandigas:salesou gran tees eee $17,314,337 $12,081,223 (1) $29,395,560 $29,395,560 
aterest gees gee Meee ae 5,825,389 180,855 (1) 6,006,244. = $ +(251,277)(4) _—-5,754,967 
Net gain on sales of marketable securi- 
CGS: [Lok ee fo ee eae MC pears chain, Soto 2,610,109 2,610,109 2,610,109 
Other=! 3, eee eee 714,501 587,298 (1) 1,301,799 1,301,799 
26,464,336 12,849,376 39,313,712 (251,277) 39,062,485 
Costs and expenses 
Production and operating............ 4,961,502 4,322,854 (1) 9,284,356 9,284,356 
Depletion, depreciation, and amortiza- 
GEOG OP ook nae eta eee ey i ee 5,094,128 2,959,304 (1) 8,053,482 8,053,432 
General and administrative .......... 5,385,375 788,587 (1) 6,173,962 6,173,962 
15,441,005 8,070,745 23,511,750 23,511,750 
Equity in loss of affiliates, net ............ 1,477,621 (722,000) (1) 430,621 (135,077) (5) 295,544 
(582,000) (2) 
257,000 (3) 
Income before income taxes.............. 9,545,710 5,825,631 15,371,341 (116,200) 15,255,741 
Provision for income taxes .............. 6,127,309 3,266,000 (1) 9,393,309 (115,587) (4) COAT OR 
INGUEIMCOING sera: 3c Seon sek cian io ae $ 3,418,401 $ 2,559,631 $ 5,978,032 $ (613) $ 5,977,419 
Weighted average shares outstanding ...... 15,103,539 20,059,358 19,943,533 
Earnings per common share.............. $.23 $.30 $.30 


Description of Pro Forma Adjustments 
) To record results of Trend for the three months ended March 31, 1984. 
) To adjust equity in loss of Danville for the three months ended March 31, 1984. 
) To record equity in loss of Marline for the three months ended March 31, 1984. 


additional investment in Danville. 


(5) To adjust equity in loss of Danville for six months ended June 30, 1984. 


See accompanying Notes to Pro Forma Financial Statements of Madison. 
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NOTES TO PRO FORMA FINANCIAL STATEMENTS OF MADISON 
(Unaudited) | 


The accompanying pro forma information gives recognition to two transactions which occurred 
subsequent to December 31, 1983 and prior to the Madison Acquisition. 


On November 11, 1983, Madison, through a wholly-owned subsidiary, entered into an agreement 
whereby it purchased Vanderbilt on January 11, 1984. As a result, Vanderbilt became a wholly-owned 
subsidiary of Madison. Madison acquired all of the outstanding common stock of Vanderbilt for an aggregate 
purchase cost of $26,174,001. Madison utilized internally generated funds consisting of cash and U.S. 
Treasury securities. 


The acquisition of Vanderbilt as a consolidated subsidiary has been accounted for under the purchase 
method and, accordingly, the purchase price has been allocated to assets acquired and liabilities assumed 
based upon their fair values at the date of acquisition. 


Prior to the acquisition, Vanderbilt accounted for its oil and gas operations on the successful efforts 
method of accounting. Because Madison uses the full cost method of accounting, the pro forma consolidated 
condensed statement of income for the year ended December 31, 1983 reflects a change from the successful 
efforts to full cost method of accounting for Vanderbilt to conform accounting policies. 


The pro forma adjustments include a reduction of interest income earned by Madison in 1983 on the 
$26,174,001 of U.S. Treasury securities based on the assumption that these securities were used to acquire 
Vanderbilt as of the beginning of 1983. 


The pro forma income statements of Madison give recognition to Madison’s acquisition of consolidated 
subsidiaries Trend International and Trend Exploration and the acquisition of interests in Adobe, Marline, 
Aberford, the additional investment in Danville and Danville’s additional ownership of Madison as if such 
transactions had occurred on January 1, 1984 and 1983. The pro forma balance sheet at June 30, 1984 gives 
recognition to Madison’s additional ownership of Danville and Danville’s additional investment in Madison as 
if such transaction had occurred on June 30, 1984. The transaction by which Madison acquired consolidated 
subsidiaries Trend International and Trend Exploration and the interests in Adobe, Marline and Aberford 
was consummated on April 3, 1984 and ratified by Madison’s shareholders on June 4, 1984; the effects of such 
transactions are thus included in Madison’s historical basis balance sheet as of June 30, 1984. 


The acquisitions of Trend International and Trend Exploration as consolidated subsidiaries have been 
accounted for under the purchase method and, accordingly, the purchase price has been allocated to assets 
acquired and liabilities assumed based upon their fair values at the date of acquisition. Because amounts 
allocated to oil and gas properties are different from their historical book values, the pro forma consolidated 
condensed statement of income includes adjustments to the related depreciation, depletion and amortization 
expense for the year ended December 31, 1983. 


The interests acquired in Adobe and Marline of 27% and 36%, respectively, have been accounted for as 
a purchase under the equity method of accounting. The difference between Madison’s carrying amounts of 
the investments and its equity in underlying net assets is being amortized based on an allocation of such 
difference to appropriate assets and liabilities in accordance with the purchase method of accounting. 


The acquisition of the 6.2% interest in Aberford is being carried at the lower of cost or market and is 
included in other investments. The unrealized loss on Aberford has been recorded as a reduction in the 
equity section of the balance sheet. 
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After the Current Transactions, Madison has a 12.3% interest in Danville, and Danville has a 71.4% 
ownership interest in Madison. Therefore 12.3% of the value of Madison’s shares owned by Danville, or 
$45,583,929 and 1,896,759 shares, is classified in the balance sheet as treasury stock. 


The 1983 historical results of operations for Madison as presented exclude results from discontinued 
investment company operations which generated income in the amount of $2.7 million, net of taxes of $1 
million. Such discontinued operations will not have an impact on the results of operations for future years, 
and accordingly are excluded from the accompanying pro forma consolidated condensed statement of 
income. 


The purchase accounting adjustments recorded by Madison relating to its acquisition of Trend 
International, Trend Exploration, Adobe, Marline and Aberford are eliminated within the June 30, 1984 
Inspiration Resources historical consolidated financial statements. Accordingly, all of these assets continue to 
be carried by Inspiration Resources on their historical cost basis. 
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SELECTED FINANCIAL INFORMATION OF MADISON 


The following table sets forth selected financial information for Madison. As more fully explained in 
Notes 1 and 13 to the Madison Consolidated Financial Statements at and for the year ended December 31, 
1983, the nature of Madison’s business changed in 1983 from that of an investment company to that of an 
operating company (directly and through affiliates) in the natural resource area, particularly the oil and gas 
exploration and production industry. Accordingly, comparisons to years in which the activities of Madison 
were as an investment company would be neither meaningful in light of Madison’s current operations nor 
indicative of future operating results and related financial condition. 


SELECTED FINANCIAL INFORMATION 
Six Months Ended 


June 30 Year Ended December 31 
1984 1983 (1) 1983 1982 1981 1980 1979 
(Unaudited ) 


(In thousands, except per share amounts) 


Income statement data: 
Revenues from con- 
tinuing operations $ 26,464 $ 10,344 $ 17,702 — — — — 
Income from continu- 
ing operations .... 3,418 2,691 2,623 = — = — 
Income from discon- 


tinued operations — 2,604 2,713 $ 22,950 $(90,732) $226,059 $143,538 
Net income ........ 3,418 5,295 5,336 22,950 (90,732) 226,059 143,538 
Earnings per common 
share: (2) 
Continuing opera- 
HONS 22:5. 200e <G 23 all 23 —_— — “= — 
Discontinued oper- 
ations’. vane ee — mt 23 —_— — — — 
Net income ...... 23 42 .46 — — — — 
Net asset value at end 
of period (per 
share)(2) ........ = ie = OA G0 DRG 30 Tae meee te 
Cash dividends 
Preferred Stock o 228 528 —— _ — — 
Common Stock — 24,330 24,330 25.172 87,549 57,479 29,514 
Balance sheet data at 
end of indicated 
period: 
Total Assets Se! 12%. 500,319 263,451 273,065 414,337 574,208 712,065 557,997 
Preferred stock .... 5,000 5,000 5,000 — —— — — 
Common stock .... 23,759 23,759 23,759 23,759 23,759 23,759 23,759 


Total shareholders’ 
equity at end of 


indicated period.. $476,362(3) $252,018 $254,935 $404,170 $520,422 $686,092 $547,708 


(1) Restated. Until Madison became an operating company on November 1, 1983, it was required to 
report as an investment company. Thereafter, it began to report as an operating company and account for its 
continuing operations on the basis of historical cost as opposed to value, retroactive to January 1, 1983. The 
restatement had a net effect of increasing net income by $1,684,474 for the six-month period ended June 30, 
1983. 


(2) Prior to 1983, Madison was a regulated investment company. In 1983, Madison became an 
operating company. Accordingly, net asset value per share is reported for the years 1979 through 1982 and 
earnings per share for 1983 and 1984. 

(3) The portion of Madison’s investment in Danville represented by Danville’s investment in Madison 
(1,780,934 shares of Madison Common Stock valued at $42,742,416) has been accounted for as treasury 
stock. 
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MADISON’S MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


As the nature of Madison’s business changed in 1983 from that of an investment company to that of an 
operating company (directly and through affiliates) in the natural resources area, comparisons to years in 
which the activities of Madison were as an investment company would be neither meaningful in light of its 
current operations nor indicative of future operating results and related financial condition. See Notes 1 and 
13 to the Madison Consolidated Financial Statements at and for the year ended December 31, 1983. 


Liquidity and Capital Resources — June 30, 1984 


The major sources of liquidity as of June 30, 1984 were funds in the form of cash and U.S. Treasury 
securities, plus oil and gas revenue receivables, joint interest receivables, marketable securities, accrued 
interest and drilling advances for a total of $113.8 million. Of this amount, $21.6 million is attributable to 
Trend which was acquired on April 3, 1984 as discussed in Note 2 to the Madison Consolidated Financial 
Statements at and for the six months ended June 30, 1984. 


Funds provided during the six-month period ended June 30, 1984 of $36.0 million arose chiefly from 
operating cash flows, sales of marketable securities and cash obtained through the acquisition of subsidiaries. 
The principal uses of funds totaling $65.8 million were: (1) acquisition of Vanderbilt; (2) capital 
expenditures; (3) repurchase of preferred and common stock; (4) payments of income taxes with respect to 
calendar year 1983; and (5) payment of a bank loan by Vanderbilt. 


As of June 30, 1984, the balance of Madison’s commitment of $43.1 million to be contributed through 
June 1985 to the joint venture with Conquest Exploration Company (‘“Conquest’’) was $26.3 million. $6.9 
million may also be committed for the period July 1985 to June 1986. 


Operating cash flows are not expected to be sufficient to cover currently planned capital expenditures; 
however, Madison has more than adequate liquidity to meet its cash requirements in the foreseeable future. 


Liquidity and Capital Resources — December 31, 1983 


The primary reasons for the overall decrease in funds (cash and U.S. Treasury securities) during 1983 
_ were a dividend paid on Madison Common Stock and the repurchase of Madison Common Stock pursuant to 
a tender offer. Funds provided by continuing operations came chiefly from the excess of interest on U:S. 
Treasury securities over general and administrative expenses. Other funds were provided by sales and 
maturities of remaining securities in the investment company portfolio (discontinued operations) and by the 
issuance of Preferred Stock. These funds were used principally to acquire oil and gas properties, to invest in 
oil and gas affiliates and to make temporary investments in marketable securities. 


Major sources of liquidity as of December 31, 1983 were funds in the form of cash and U.S. Treasury 
securities, plus marketable securities for a total of $144.5 million. Madison was committed on such date to 
purchase the outstanding stock of Vanderbilt for $26.1 million. Additionally, at December 31, 1983, the 
balance of Madison’s commitment of $25 million to be contributed through June 1984 to an oil and gas 
exploration and development program with Conquest was $16.8 million, of which $3.9 million was reflected 
in accounts payable at year end. An additional $25 million may be committed to the joint venture during the 
period July 1984 to June 1986. Income taxes in the amount of $9.1 million were paid in March 1984 with 
respect to calendar year 1983, the year Madison became subject to such taxes. Also in March 1984, Madison 
repurchased all its outstanding Preferred Stock and 12,600 shares of Madison Common Stock for a total of 
$12.2 million. 


Madison had neither borrowings nor established lines of credit from lending institutions. The policy of 
paying cash dividends on Madison Common Stock was discontinued in 1983. 


Liquidity on a short-term basis will continue to be provided by operating cash flows from interest and 
any gains on available funds and marketable securities. Commencing in 1984, oil and gas sales contributed to 
operating cash flows. 
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Madison’s liquidity and capital resources was not adversely impacted by the acquisitions of Trend 
Exploration and Trend International or the investments in Adobe, Marline and Aberford. Such acquisitions 
and investments were made by using treasury Madison Common Stock as discussed in Note 11 to the 
Madison Consolidated Financial Statements at and for the year ended December 31, 1983. The extent to 
which exploration activities at Trend will require Madison’s capital resources will depend on subsequent 
management decisions. 


As an oil and gas exploration and production company, Madison’s long-term cash requirements are 
directly related to the magnitude of planned exploration and development activities. To the extent that such 
activities are successful in adding to Madison’s net proved reserves, reserves can be used to support 
borrowings. As reserves are produced and sold, the cash realized would be available to retire such debt as 
well as to finance future exploration and development. 


Results of Operations — Six-Month Periods Ended June 30, 1984 and 1983 Compared 


Madison realized revenues from sales of oil and gas for the first time during the six-month period ended 
June 30, 1984. Such revenues in the amount of $3.9 million were produced through Vanderbilt and the joint 
venture with Conquest. Trend contributed $13.4 million to consolidated oil and gas revenues during the six- 
month period ended June 30, 1984. 


Interest income for the six-month period ended June 30, 1984 declined from the level of the 
corresponding period of the prior year by $4.5 million. The decline was due to a significant reduction in 
funds during 1983 and to the use of funds discussed above in the liquidity and capital resources section. 


Production and operating costs associated with oil and gas activities along with related expenses for 
depletion, depreciation and amortization were incurred for the first time during the six-month period ended 
June 30, 1984. Such costs and expenses totaling $10.0 million were incurred during the six-month period, 
$7.6 million of which is attributable to Trend. 


General and administrative expenses for the six-month period ended June 30, 1984 increased from the 
level of the corresponding prior year’s period by $2.5 million. The increase was primarily due to the 
consolidation of Trend and nonrecurring expenses related to the transactions described in Note 2 to the 
Madison Consolidated Financial Statements at and for the six months ended Jume 30, 1984. 


Equity in net loss of affiliates increased $.2 million for the six-month period ended June 30, 1984 over the 
corresponding period of the prior year. Reflected in the period was $1.1 million as Madison’s share of a 
write-down by Marline of oil and gas properties to the ceiling level under the full cost method of accounting. 


The effective income tax rate for the six-month period ended June 30, 1984 was 64%. The higher 
effective rate was due to: (1) amortization under the purchase method of accounting of excess acquisition 
costs over tax basis of assets; (2) equity in losses of affiliates; and (3) higher foreign rates. 


Results of Operations — Year Ended December 31, 1983 


Revenues 


Substantially all revenue from continuing operations in 1983 represented interest income from U.S. 
Treasury securities. The amount of interest income declined in the second half of the year as a result of the 
investment in Conquest and the contributions to the joint venture with Conquest. Interest income is likely to 
decline further in 1984 as a result of the acquisition of Vanderbilt, additional commitments to the Conquest 
joint venture and new investments that may be made during the year. 


Madison’s oil and gas properties at December 31, 1983 were located primarily in the onshore Gulf Coast 
areas of Texas and Louisiana, the basins of West Texas and Eastern New Mexico, the U.S. Overthrust Belt and 
certain Rocky Mountain basins. Drilling commenced on certain properties during the second half of the 
year. Gas/condensate discoveries were made late in the year and early 1984. Madison has a 27% working 
interest in these wells through the Conquest joint venture. There was no production from the wells in 1983. 
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Expenses 


General and administrative expenses are reflective of the reduced level of employees and associated 
costs, and of other expenses related to investment company activity which were charged to net income from 
discontinued operations. General and administrative expenses were not significantly impacted by start-up 
costs of Madison’s new business. 


There were no write-downs in 1983 of the capitalized costs of Madison’s oil and gas properties to a 
“ceiling” level under the full cost method of accounting. 
Equity in Net Loss of Affiliates 
A major portion of Madison’s equity in the net loss of affiliates is due to the economic and accounting 
effects of declining deep well and tight formation gas prices experienced by an affiliate during 1983. 
New Subsidiaries and Affiliates 


Results of operations in 1984 will be significantly affected by the acquisition of Vanderbilt and the 
acquisitions of Trend Exploration and Trend International, as well as the investments in Adobe and Marline. 
Adobe and Marline will be accounted for under the equity method. 


Discontinued Operations 


As mentioned earlier, Madison ceased to be an investment company during 1983. All revenues and 
expenses, including taxes, associated with investment company activities during the year are reflected in the 
results from discontinued operations. 


Inflation and Changes in Prices 


The results of operations of an oil and gas company are affected by the overall inflation in the economy. 
Oil and gas prices and drilling and production costs are influenced by such factors as worldwide supply and 
demand of crude oil, the Organization of Petroleum Exporting Countries (“OPEC”) community's pricing 
decisions, natural gas deliverability levels and governmental price structures. 
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BUSINESS AND PROPERTIES OF MADISON 
General 


Madison, a company whose stock is traded on the New York Stock Exchange, is primarily engaged in the 
oil and gas business. Madison’s principal wholly-owned subsidiaries are Trend (since the consummation of 
the Madison Acquisition) and Vanderbilt and its principal investment interests are 16% of the Danville 
Common Stock, 25% of the common stock of Conquest, 34% of the common stock of Universal Resources 
Corporation (“Universal’’), and, since the Madison Acquisition, 36 % of the common stock of Marline, 6% of 
the common stock of Aberford, and, through Trend, 27% of the common stock of Adobe. Madison also has 
other subsidiaries and investments in the petroleum area. In the Madison Acquisition, Danville acquired 
53% of the Madison Common Stock and Inspiration Resources acquired 73% (68% on a fully-diluted basis) 
of the Danville Common Stock. Should the Exchange Offer and the Danville Investments be consummated, 
these respective percentages will increase. 


Corporate History 


Madison was organized under the laws of Delaware and began operations in 1929. In 1941, Madison 
registered as a closed-end investment company under the Investment Company Act of 1940 and in 1957 it 
became a diversified investment company. Beginning in 1980, Madison’s investment strategy changed 
dramatically. In April 1980, the shareholders of Madison approved a change in its sub-classification under 
the Investment Company Act of 1940 from that of a diversified to a non-diversified investment company. In 
1982, Madison’s shareholders voted to authorize a change in the nature of Madison’s business so that it might 
cease to be an investment company. In connection with such change, in 1982, Madison repurchased almost 
six million shares of Madison Common Stock in a tender offer to all shareholders. In 1983, pursuant to a 
second tender offer, Madison repurchased a further 6 million shares of Madison Common Stock and in 
November 1983, Madison received an order of the Securities and Exchange Commission stating that Madison 
had ceased to be an investment company. 


In January 1983, after reviewing numerous proposals for its acquisition, Madison announced plans to 
remain an independent company, with particular emphasis on the natural resource business. Following this 
decision, officers of Madison began to identify and evaluate opportunities to purchase oil and gas properties 
and interests in energy companies. In early 1983, Madison acquired 90,867 shares of Danville. In July 1983, 
Madison purchased for $48.1 million 5.2 million shares of common stock in Conquest, a Houston-based oil 
and gas exploration, development and production company, and warrants entitling Madison to acquire up to 
an additional two million shares of Conquest common stock, but not in excess of 30% of the total Conquest 
shares outstanding at any time. In January 1984, Vanderbilt, a Denver-based independent oil and gas 
company, became a wholly-owned subsidiary of Madison. 


In the April 1984 Madison Acquisition, Madison acquired Trend from Inspiration Resources and, 
through Trend, acquired a 27% interest in Adobe. Pursuant to the agreement under which the Madison 
Acquisition occurred, subsequent to the end of 1984 independent petroleum engineers will be engaged to 
review certain of Trend Exploration’s domestic reserves representing approximately 42 % of its total domestic 
reserves, according to Madison’s estimates, and to establish a value for the proven reserves contained in five 
specified fields as at December 31, 1984, subject to certain adjustments. Depending on the values established 
by the independent petroleum engineers, Danville may be required to issue additional shares to Inspiration 
Resources and Madison may be required to deliver additional shares to Danville, at the value per share 
attributed to shares of Danville Common Stock and Madison Common Stock in the Madison Acquisition 
($565 and $24, respectively). The amount of the adjustment is to be based on the difference between the 
combined values established by the independent consultants and engineers for the reserves and certain 
acreage of Trend and the values attributed to those assets by Madison. The maximum adjustment possible 
pursuant to the formula is $26.4 million. In no case will Inspiration Resources or Danville be obligated to 
return shares or other consideration to Madison in respect of this adjustment. In the Madison Acquisition, 
Madison also acquired from Danville 36% of Marline’s common stock and 6% of Aberford’s common stock. 
Danville and Madison entered into an agreement pursuant to which Madison has the option for a period of 
five business days following April 3, 1987 to require Danville to purchase from Madison, at a price per share 
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equal to the value attributed to such shares in the Madison Acquisition for a consideration in cash or, at 
Danville’s option, in Madison Common Stock, all of the securities of Marline or Aberford, or both, conveyed 
from Danville to Madison in connection with the Madison Acquisition, as adjusted for stock dividends, stock 
splits and the like. Danville and Inspiration Resources agreed that, so long as the agreement remains in effect, 
each will cause its directors, officers or affiliates who may then be serving on the Board of Directors of 
Madison to abstain from any vote taken by Madison’s directors as to whether to exercise Madison’s rights 
thereunder. Danville also agreed that during the option period it will retain a sufficient number of shares of 
Madison Common Stock to permit the exercise of the option for such shares. 


On October 9, 1984, Madison together with Danville, Inspiration Resources and certain Madison 
affiliates entered into an agreement with Universal, a Texas-based oil and gas company listed on the 
American Stock Exchange. Pursuant to the agreement, Madison purchased 1.3 million shares of Universal 
common stock from Universal. This purchase, together with Madison’s prior holdings of 2,183,193 shares of 
Universal common stock (which were accumulated between June 28, 1984 and September 12, 1984; as of 
June 30, 1984, Madison held 18,000 shares of Universal) results in a holding of approximately 34.6% of the 
outstanding voting securities of Universal. The agreement permits Madison to designate an individual to 
serve on the Universal Board of Directors and to increase its stake to 37.5% of the outstanding voting 
securities of Universal. The agreement also contains certain restrictions on Madison’s activities until July 1, 
1987 including prohibitions against (i) the solicitation of proxies, (ii) conducting a tender offer for voting 
securities of Universal and (iii) attempting by any other effort to seek control of Universal. Madison has also 
agreed to restrictions on reselling its Universal shares in this period, including a right of first refusal running 
to Universal or its designee. From July 1, 1987 through December 31, 1989, Madison has agreed to refrain 
from making an offer for additional shares of Universal common stock unless it is pursuant to an offer to all 
shareholders which is approved by continuing directors or is found by an independent investment banker to 
be fair from a financial point of view. 


As a result of the above transactions, Madison has continued its transition from an investment company 
to an independent oil and gas exploration, development and production company. 


The material subsidiaries and equity investments of Madison represented the following respective 
approximate percentages of the consolidated revenues and equity in net loss of affiliates and the consolidated 
assets as of and for the six month period ended June 30, 1984 (in each case on a pro forma basis; see PRO 
FORMA FINANCIAL STATEMENTS OF MADISON): 


As of and for the Six Month Period Ended June 30, 1984 


% of 

Pro Forma Consolidated % of 

Name of Material Subsidiary Revenues and Equity in Pro Forma 
or Equity Investment Net Loss of Affiliates Consolidated Assets 

5 Wiicch X6 Le Dh Cl ee I he Mine a elt 7 26.2 
RAGE OLS VP LPC e TN et ats Ee 3.8 ONS 
Marlies eine Orr iGan tt. (4.3) 8.0 
(ONQUESt “Averett id as ears (0.2) 9:7 
Vanderbiltt Yer ¢ oii. x NM 7.0 5.7 
Danville ee 2 octets (1.4) RS) 


Petroleum Properties and Pro Forma Oil and Gas Reserve Information 


Through its 100% ownership of Trend and Vanderbilt and through its participation in a joint venture 
and development program with Conquest, Madison owns various interests in producing oil and gas properties 
and undeveloped oil properties and undeveloped oil and gas leases. In addition, it has indirect interests in the 
reserves of Adobe, Conquest, Marline and Danville, which are accounted for under the equity method. 


The following statistical summaries set forth certain information regarding Madison’s consolidated direct 
and indirect interests in oil and gas reserves at the dates indicated on a pro forma basis giving effect to (i) 
direct and indirect interests acquired in the Madison Acquisition and in Madison’s acquisition of Vanderbilt 
and (ii) Madison’s reduced ownership level in Danville attributable to the Danville Investments. 
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Oil and Gas Reserves on a Pro Forma Basis 


Oil (Mbbls) Gas (MMcf) 
United United 
States Canada Indonesia Total States Canada Total 
Proved developed and undevel- 
oped reserves at December 
SihOS2eis2. loseheeas + cent 3,260 648 11,154 15,062 24,041 af die: 31,159 
Revisions of previous estimates (309 ) 29 (519) (799 ) 940 317 1257 
Extensions and discoveries .... 875 — _ 875 1G 647 12,363 
Prodaciion ee (498) (60) (1,360) (1,918) (2,509) (208) ~— (2,712) 
Sales of reserves in place...... — (501) — (501) ee (SSO eo OO) 
Proved reserves at December 


SLPLOSS es cee eee et 3,328 116 9,275 P2749 34,188 3,916 38,104 


Proved developed reserves at 
December 31, 1983 ........ DIEM 116 9,275 12,128 29,623 2,986 32,609 


Madison’s proportional indirect 
interests in reserves of compa- 
nies accounted for under the 
equity method(1) ........ 7,786(2)(3) 128 — 7914  47,659(3) 14,144 61,808 


Proved reserves are estimated quantities of crude oil, natural gas and natural gas liquids which 
geological and engineering data indicate with reasonable certainty to be recoverable in future years from 
known reservoirs under existing economic and operating conditions: Proved developed reserves are the 
quantities of oil and gas expected to be recovered through existing wells with existing equipment and 
operating methods. Madison considers such estimates to be reasonable; however, due to inherent uncertain- 
ties and the limited nature of reservoir data, estimates of underground reserves are imprecise and subject to 
change over time as additional information becomes available. 


(1) Includes Madison’s indirect interests in the reserves of Conquest (25% ), Marline (86% ), Danville 
(12.3% ) and Adobe (27% ). 

(2) Includes 2,408 equivalent Mbbls of natural gas liquids. 

(3) Includes Marline’s pro forma reserves including partnership buyouts effective April 2, 1984. 


Standardized Measure of Discounted Future 
Net Cash Flows from Proved Reserves on a Pro Forma Basis 


At December 31, 1983 United States Canada Indonesia Total 


Futurezcash. mllows -sere <a. ee $191,773,000 $10,977,000 $268,276,000 $47 1,026,000 
Future production costs ........ (50,721,000 ) (2,924,000 ) (192,942,000) (246,587,000) 
Future development costs........ (7,338,000 ) (550,000 ) (10,044,000) (17,932,000) 
Future income tax expenses ...... (35,864,000 ) (1,441,000) (34,260,000 ) (71,565,000 ) 
Net future cash flows =.=. «=... .... 97,850,000 6,062,000 31,030,000 134,942,000 
Annual discount at 10% ........ (33,650,000 ) (2,368,000 ) (9,743,000 ) (45,761,000 ) 
Discounted future net cash flows 

from proved reserves.......... $ 64,200,000 $ 3,694,000 $ 21,287,000 $ 89,181,000 


Madison’s share of discounted 
future net cash flows in reserves 
of companies accounted for 
under the equity method(1) .. $ 88,757,000 $ 4,062,000 $ 92,819,000 


(1) Includes Madison’s indirect interests in the reserves of Conquest (25% ), Marline (36% ) and Adobe 
(27% ). Indirect interests related to Madison’s ownership of Danville (12.3% ) are omitted. Such amounts 
are immaterial. 


(2) Includes Marline’s pro forma reserves including partnership buyouts effective April 2, 1984. 
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The discounted future net cash flows from estimated production of proved oil and gas reserves after 
income taxes is presented in accordance with the provisions of Statement of Financial Accounting Standards 
(SFAS) No. 69. In computing this data, assumptions other than those mandated by SFAS No. 69 could 
produce substantially different results. Madison cautions against viewing this information as a forecast of 
future economic conditions or revenues. 


The future cash flows reflected above are based on estimated oil and gas prices and costs in effect at year 
end and assume continuation of existing economic conditions. Future income tax expenses are computed on 
estimated future net cash flows from oil and gas producing activities less permanent differences and tax 
credits expected to result from these operations. 


Significant sources of changes in discounted future net cash flows for the year ended December 31, 1983 
are summarized below. As no reserve valuations for Vanderbilt as of December 31, 1982 are available, the 
methodology to determine beginning of year discounted future net cash flows necessitated the assumption 
that revisions for the year ended December 31, 1983 were none. 


Changes in Standardized Measure of Discounted Future Net Cash Flows 
Relating to Proved Oil and Gas Reserves on a Pro Forma Basis 


Standardized measure of discounted future net cash flows at January 1, 1983 .......... $99,135,000 
Sales Ginoul-alicl Gas sproduced, Neto OrOGUClION.COSSe v ° <a.0-s ae. oy ea os ce ng ong (45,063,000 ) 
BS alesnaimane ae as OSC VCS Ail DIACG tacit hier ae poi igor he waters Cua ioe wine tia ns (7,102,000) 
Net changes ie prices, and. DrOduCtIONtCOSUS s2¢-s2a2 bre aid act a wereeen? ofewial asics (29,321,000) 
Extensions, discoveries, and improved recovery, less related costs .................4-. 30,013,000 
Previously estimated development costs incurred during the period .................. 6,326,000 
Revisions of previous oil and gas reserve quantity estimates ...................-.00.2-. (1,225,000) 
AC CTELIOIL OLPLISCOUD bes ey acs SEB See Bs LE RTE ed © ute ew eed eth RAS: 15,888,000 
Neticnange itincomertaxes Tomaneriuts... are Bese Fovu iy payable by, the Baty aie: 16,819,000 
Other ane Oe Be OE Be Be CBR rintitee EMO) SO SA a Sols 3,711,000 
Standardized measure of discounted future net cash flows at December 31, 1983 ........ $89,181,000 


Madison owns various interests in producing oil and gas properties and undeveloped oil properties and 
undeveloped oil and gas leases through its participation in the Conquest joint exploration and development 
program. In addition, it has interests in the reserves of its investees. For further information concerning 
Madison’s oil and gas reserves and statistical summaries setting forth certain information regarding Madison 
oil and gas properties at December 31, 1983, see FINANCIAL STATEMENTS OF MADISON FUND, INC. AND 
SUBSIDIARIES — Supplemental Information tc the Consolidated Financial Statements (Unaudited). 


Petroleum 


Trend 


Trend is engaged in the exploration for and development of oil and natural gas in the United States, 
Indonesia, and elsewhere in the world. On September 1, 1983, Trend Exploration disposed of its Canadian 
oil and gas properties to HBMS; the information contained below includes amounts attributable to such 
properties prior to their sale. 


Since May 1982, Trend has owned a 27% equity interest in Adobe. Prior to the Madison Acquisition, 
Trend accounted for its 27% equity interest in Adobe on a cost basis as Trend did not exercise a significant 
influence over the affairs of Adobe. The information set forth below does not include any amounts or figures 
attributable to Trend’s interest in Adobe. Madison accounts for the 27 % interest in Adobe on an equity basis. 
See BUSINESS AND PROPERTIES OF MADISON — Petroleum — Adobe. 
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The working interests of Trend in developed and undeveloped oil and gas acreage at June 30, 1984 are 
set forth below. See also FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIAR- 
1Es: Unaudited Supplemental Information — Petroleum Information. 


Undeveloped Acres (1) Developed Acres (2) 
Gross (3) Net (4) Gross (3) Net (4) 
United States: 
‘Alabama wy tact vow seinem he ie ees 106,677 8,880 — _ 
ArkanGasic: ator 5 repthid (een attteer Sie 16,772 13,299 283 42 
Colotadod crass a ee eee ee 265,335 92,799 13,027 1,088 
j Bras is CNC ezeiiriee Map ene men, Fh 17,269 5,981 3,398 1,089 
MIO ILA Ader wc cet oie cals ara ca 42,915 22,625 2,058 312 
NG@Vadais aici c)) epee a, eee 327,405 201,681 D.. 0 205 
News Mexicotes ok olen). oot ee 63,259 19,173 12,045 591 
CIO = a cee a th oe ie ee a) een 1,940 1,616 3,246 3,206 
TEXAS AMAT NNN See Gra. eer 177,738 52,245 10,134 2,825 
tal ccs ee a ee, Mere ee 64,186 60,966 — — 
Wiyoming-*i..\.0 5 2) Saneen petted 37,095 24,772 5,194 2,075 
Other ssc cutaen a s, Ceateeee: ae ae 82,891 16,390 6,429 2,088 
Total United States ........ 1,203,477 520,427 61,569 13,521 
International: 
Indonesia: 

Salawati'(Irian' Jaya\)1> ees C248 229,320 61,917 5,672 1,531 
Barito"( Nahimantai) ser ae oe 1,908,847 858,981 —_— — 
BUSY DU ort cc erste ome: state te oe eee | hag Bs a WS 93 222,395 — -— 
Pakaguay jou 9s etch ae een ae 27,070,718 2,165,657 a — 
United. Kingdomy «1.224.255 4052-42 25,176 906 — — 
Total International ........ 30,346,034 3,309,856 5,672 L563! 


(1) “Undeveloped” acres refers to acres on which wells have not been drilled or completed to a point 
that would permit the production of commercial quantities of oil and gas, regardless of whether or not such 
acreage contains proved reserves. 


(2) “Developed” acres refers to acres treated as assigned to productive wells. 
(3) “Gross” acres refers to acres in which Trend holds a working interest. 


(4) “Net” acres refers to gross acres multiplied by the percentage working interest therein owned by 
Trend. 


Trend has an 8% carried interest in three exploration permits in Paraguay, covering approximately 
27,070,718 gross acres. The permits for 395,000 of these acres have been converted to exploitation permits, 
and two non-commercial wells have been drilled. Trend does not act as operator in respect of these permits. 
Trend also has a 20% working interest in approximately 1,111,973 gross acres in the Tiba region of the 
Western desert of Egypt on which one unsuccessful well has been drilled. Trend does not act as operator in 
respect of this contract. In August 1984, Trend signed an agreement with the Egyptian National Oil 
Company which, subject to final approval by the Egyptian Parliament, gives Trend a 30% working interest 
in approximately 33,000 acres in the Gulf of Suez. 


Trend is a participant in a joint venture that leases geothermal properties located in the states of Oregon, 
California and Washington from the United States government and certain individuals. The total acreage 
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under lease is approximately 169,432 acres, and the net interest is approximately 50,372 acres. All 
geothermal acreage is undeveloped. 


The demand for gas in the United States continues to be soft and Trend is presently producing at about 
65% of its capacity. All of its current oil production is readily marketable and no further market restriction is 
expected. 


Trend — Indonesian Production Sharing Contracts 


Trend is engaged in the production of crude oil in Indonesia through a joint venture (the “Salawati Joint 
Venture’) formed in 1970 to explore for and develop hydrocarbon reserves in the Salawati Basin area of 
Irian Jaya. Trend has a 27% interest in and acts as operator for the Salawati Joint Venture. The Salawati 
Joint Venture operates under a production sharing contract (the “Production Sharing Contract’) between 
Trend and P. N. Pertambangan Minjak Dan Gas Bumi Negara (‘‘Pertamina’’), the Indonesian state oil 
agency, having a term of 30 years. In 1974 and 1976, at the request of the Indonesian government, the joint 
venture undertook additional obligations related to the contract, resulting in terms less favorable to the 
Salawati Joint Venture. In 1978, the contract was amended to reflect those changes. In the future, further 
such modifications are possible. As of December 31, 1983, the contract covered an area of approximately 
235,000 acres. 


The Production Sharing Contract entitles the Salawati Joint Venture to recover all of its expenditures 
related to the operation (the “cost recovery amount’) by allocating to the joint venture a portion of the 
crude oil production (‘‘cost oil’) sufficient, at the Indonesian government official crude oil price, to offset the 
cost recovery amount. The balance of the production after allocation of the cost oil is shared between 
Pertamina and the Salawati Joint Venture. 


Under the terms of the Production Sharing Contract, the balance of production after allocation of cost 
oil (such balance being known as “equity oil’) is divided among the parties, with 66% going to Pertamina 
and 34% to the Salawati Joint Venture. There is no royalty payable by the Salawati Joint Venture on its 
share of production. However, the Production Sharing Contract requires a varying portion of the equity oil, 
up to a maximum of 25% of the gross production, to be sold to the Indonesian domestic market for $0.20 per 
barrel (the “domestic market obligation”). For oil discovered on or after January 1, 1977, the sale price of 
oil sold under the domestic market obligation is at the Indonesian government official crude oil price. 
Pertamina and the Salawati Joint Venture share the domestic market obligation in the same proportion as 
they share in equity oil. The domestic market obligation at December 31, 1983 was at the maximum level of 
25%. Trend is required to pay Indonesian income taxes at the rate of 56%. The cost recovery amount is 
deductible from the taxable income. 


Oil was initially discovered in the Production Sharing Contract areas in September 1972, and additional 
discoveries have been made since such date, resulting in the delineation of oil fields. While the Production 
Sharing Contract makes some provisions for sharing natural gas production, no commercially viable fields of 
natural gas have been discovered and Trend does not expect that any will be found in the contract area; 
however, two natural gas wells provide fuel for Trend’s electrical generating facilities. 


Trend Energy Kalimantan Limited, a subsidiary of Trend, has a 45% interest in, and acts as operator 
for, a joint venture (the “Kalimantan Joint Venture’) formed to explore for and develop hydrocarbon 
reserves in the Barito area of Kalimantan, Indonesia. The Kalimantan Joint Venture entered into a 
production sharing contract with Pertamina on August 27, 1981, on substantially the same terms as the 
Production Sharing Contract of the Salawati Joint Venture. The Kalimantan Joint Venture completed over 
1,200 kilometers of seismic survey in 1982 and drilling commenced in 1983. In 1983, two wells were drilled, 
plugged and abandoned. The Kalimantan Joint Venture is conducting additional seismic work in 1984. 


Indonesia is a member of OPEC. Pertamina determines official prices of Indonesian oil and monitors 
oil-field production practices. Indonesian prices have generally followed OPEC pricing policies. Government 
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oil pricing policies and income tax regulations have a significant impact on the profitability of Trend's 
Indonesian operations. Prices received by Trend are not directly affected by the spot market changes because 
its production is sold under the Trend Indonesian Marketing Agreement described below. 


In March 1983, a new official benchmark price for oil of $29 per barrel was adopted by OPEC. 
Although no assurance can be given that the new benchmark price will be maintained, the cost recovery 
feature of the Production Sharing Contract provides Trend with some protection against the effect of lower 
petroleum prices in Indonesia. Trend has not been advised that a “quota” has been or will be set for 
production from its Indonesian operations. Because production levels are declining naturally over the life of 
the Indonesian oil fields in which Trend has an interest, Trend also does not anticipate that the imposition of 
production quotas would have a significantly adverse impact upon it. 


Trend - Indonesian Marketing Agreement 


Trend, through a subsidiary, has entered into an agreement (the “Marketing Agreement’ ), effective 
January 1, 1981, with C. Itoh International Petroleum Co. (Hong Kong), Ltd. (“Itoh”) to sell to Itoh all the 
oil to which Trend is entitled under the Production Sharing Contract, after satisfying its portion of the 
domestic market obligation of the Salawati Joint Venture. The remaining partners in the Salawati Joint 
Venture have entered into parallel agreements in substantially the same form with Itoh. The entire 
entitlement of the Salawati Joint Venture under the Production Sharing Contract, after satisfaction of the 
domestic market obligation, averaged approximately 13,796 barrels per day for 1983. 


The Marketing Agreement had a primary term of three years and was extended by Trend for an 
additional two years. The Marketing Agreement will automatically be renewed at the end of the fifth year 
for successive one-year terms, unless terminated earlier by either Trend or Itoh. All payments under the 
Marketing Agreement are made in United States dollars outside Indonesia and, accordingly, are not subject to 
Indonesian foreign exchange regulations. Trend’s Indonesian oil production is shipped through the Kasim 
Marine Terminal which is adjacent to the producing fields. 
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Trend - Other Information 


The following table sets forth the production of Trend by geographic area for each of the periods 
indicated. United States and Canadian production volumes are shown after deduction of lessor and Crown 


royalties. 
Six Months Ended 
June 30 Year Ended December 31 


1984 1983 1983 1982 1981 
(Thousands of barrels) 


Crude Oil and Natural 
Gas Liquids 
United States: 


Ugh EW TO Se POUR My pele a etes Dame dah 11.9 10.8 19.3 8.4 1.0 
Coloradory -eupoeneiet NS, Le 23:4 31.4 56.6 55.0 69.7 
MOUISIQNA Patt Oe ee ee rae 30.1 reo 25.0 13.6 16.1 
Montana ser: in sere ie okay se 6.1 7.6 11.6 20.2 10.3 
NGVAGA9 5 pees covyn ods RE Reciews o Dee 10.4 28.0 22.9 26.1 
NewsMexicoiy; ek das s2 wu am. oats 10.9 13.6 24.0 33.1 39.2 
NGrthe Dakotre 22 222 8 2 S08 6.8 eZ, iS2 10.7 11.0 
Oklahemal.ou .erewration. aniuity. ? yay 52 9.2 16.2 80.0 
PEXASa ee ee re CREE OS Prd 102.8 89.6 184.9 142.8 69.5 
WY Yoming dn: anise ahaerysieh Be 17.4 20.3 02.9 45.3 57.5 
Others sehne cena ce sides sonoma roe MAP 2L0978 BARDS PE SOY, CLEC" FIRES 5 
Total’ United’States’.. 22. 209. 244.3 209.1 428.2 374.1 333.9 
Ganadatan aiiiivs atch hee tation ees — 33:3 49.0 71.0 66.0 
Indoresias. PAL es oee een, Fee 619.9 720.6 1,359.6 1,463.0 1,420.9 
Total eset... reg 864.2 963.0 1,836.8 1,9081 1,820.8 


Six Months Ended 
June 30 Year Ended December 31 


1984 1983 1983 1982 1981 
(Millions of cubic feet) 


Natural Gas 
United States: 


Colorado ere ha, ake Ce Med! Seed oe 56.2 63.3 149.4 145.8 136.7 
PE OUISTA Tate poe Banat Pay he ek 89.5 26.4 58.9 84.7 155.5 
INGWoMOGX COs. atene tee ant Aha ca PP 20.6 14.1 42.5 32.3 30.9 
Newry Ok Karl Gaerne. soiieonn er 11:6 13.5 15.9 27.1 32.0 
OklanGMa Ys. SOS Mg 2h are 63.3 62.4 106.1 148.2 160.4 
{ICES ee Re a aie gert 490.7 581.2 1269.7 1131.0 847.3 
WEN OTITIS garth sat eee eisai Gak a as saci 0.1 0.1 2A 0.3 14.5 
Olieierer seek heerinsen lhe eae 37.1 30.9 98.0 37.0 8.0 
Total United States .......... 769.1 791.9 157423.9:.1,607.04 |.15385.3 
Ganada 19}. .Reabivorg, 2oain. ott ts abo — 66.3 91.1 179.0 199.0 
Ota Sales St Ate. FeSO We Ae 769.1 858.2 0833.4 ‘(1,786.0 1,584.3 


The following table sets forth the number of productive oil and gas wells in which Trend held a working 
interest as at June 30, 1984. 


Oil Wells (1) Gas Wells(1) 

Gross (2) Net (3) Gross (2) Net (3) 

United States: 
igh 3) Vay i (yin shah rma Dank DEIR TUR RC De Ed gh S54 10 5.80 4 1.16 
News MOXTCO si) ak. pera Aa ahs Sra Oe ere 29 1.85 19 2.82 
(ATG reece: Lal hctin eV cas anaee ae  e eans — — 13 13.00 
Oklahonia halds aswhick Theoret Haase Adore 13 5.05 10 1.69 
Texastink “icheh Uae See ee es seen 28 16.29 21 7.78 
Weyorning th): aigey nek ete ee ee 134 16.50 l 0.59 
Othénivnesics Maskelin: aerate Goi: _56 16.52 ie e207 
Total United: States: ani Lo at oe 270 62.01 79 29.56 
Indonesian ...103 bye vache a bee eae ae 255 68.85 as ie: 
Totalallipropertiesiinds?. ie 2p eeeon 525 130.86 79 29.56 


(1) “Productive” wells refers to wells that are producing, or are capable of producing, oil or gas in 
commercial quantities. One or more completions in the same bore hole are counted as one well. None of 
these wells is a mixed completion. 


(2) “Gross” wells refers to the total number of wells in which Trend has a working interest. 


(3) “Net” wells refers to gross wells multiplied by the percentage working interest of Trend therein, 
and excludes wells in which Trend has only a royalty interest. 


The following table sets forth, for each of the periods indicated, the U.S. dollar contributions to 
consolidated gross production income generated by the principal products. 


Six Months Ended 
June 30 Year Ended December 31 


1984 1983 1983 1982 1981 
(In thousands) 


Crude Oil and Natural 
Gas Liquids: 


Umited-—States——.-ssesers os. $ 6,286 $ 5,732 $11,677 $10,730 $10,838 
Indonestameh ies cee ees 17,140 20,144 40,116 51,659 49,784 
Canada fica. oie ere —_— 789 202 1,564 16221 

Totale. i che ena $23,426 $26,665 $52,995 $63,953 $61,843 

Natural Gas: 

United States i\4 ehias. $ 2,116 $ 3,007 $ 6,328 $ 4,498 $ 3,857 
Canadaioe Gul Saryiamae § —_ 142 234 406 507 

TOtal Pee eee $ 2,116 $ 3,149 $ 6,562 $ 4,904 $ 4,364 


As shown in the above tables, substantially all of the oil and gas production operations are located in the 
United States and Indonesia, with the production income from Indonesia accounting for approximately 69 % 
and 67% of consolidated gross production income in 1983 and the first six months of 1984, respectively. 


In the United States, Trend sells its crude oil to refineries under short-term contracts at the well head or 
at major pipeline terminals. Until February 1981, crude oil sale prices were controlled by regulations 
administered by the United States federal government. Natural gas production in the United States is usually 
sold pursuant to individually negotiated long-term contracts at the prices provided for in the contracts. 
Escalation of such prices is controlled by the United States Natural Gas Policy Act of 1978. Information 
concerning the average gross sales prices and the average production and operating cost per unit of crude oil 
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and natural gas liquids and natural gas produced by Trend for 1983, 1982 and 1981 (together with such 
information relating to HBMS) is set forth under FINANCIAL STATEMENTS OF INSPIRATION RESOURCES 
CORPORATION AND SUBSIDIARIES: Unaudited Supplemental Information — Petroleum Information. 


Trend’s exploration and development programs were reduced in 1983 and 1982 from 1981 levels 
because lower crude prices and natural gas market curtailment, combined with the increased cost of debt 
service, adversely affected working capital from operations. The total land acquisition, exploration and 
development expenditures are projected for 1984 at approximately $45 million (of which approximately 
$10.7 million had been expended by June 30, 1984), as compared to approximately $25 million expended in 
1983. Information concerning capitalized costs and acquisition, exploration, development and production 
costs for Trend for 1983, 1982 and 1981 (together with such information relating to HBMS) is set forth under 
FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited Supple- 
mental Information — Petroleum Information. 


Trend’s primary exploration focus in the United States is the eastern part of Texas where, as part of a 
joint venture, it has assembled a substantial land position in prospects supported by seismic surveys. Trend 
also intends, in the near term, to actively evaluate its substantial landholdings in the states of Oklahoma, 
Louisiana, and Nevada and in the Rocky Mountain region. Trend’s exploration efforts will be directed 
primarily towards oil prospects with significant reserve potential and towards major gas/condensate prospects 
where market facilities and capacity are in place. Trend expects to continue being active in Indonesia and 
other international areas. 


The decrease in oil exploration activity has resulted in a reduction in the cost of goods and services 
employed in the oil industry. This has enabled and will permit Trend to evaluate more exploration projects 
which may reduce its overall exploration and development finding costs. Information concerning the 
expenditures made by Trend for 1983, 1982 and 1981 (together with such information relating to HBMS) is 
set forth under FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIAR- 
IES: Unaudited Supplemental Information — Petroleum Information. 


Reserve Information and information concerning the oil and gas wells drilled by Trend for 1983, 1982 
and 1981 (together with such information relating to HBMS) are set forth under FINANCIAL STATEMENTS OF 
INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited Supplemental Informa- 
tion — Petroleum Information. 


Vanderbilt 


On January 11, 1984, Vanderbilt, a Denver-based independent oil and gas company, became a wholly- 
owned subsidiary of Madison. Vanderbilt is engaged in the exploration for and development, production and 
sale of crude oil and natural gas in the United States and Canada. Early efforts emphasized participation in a 
large number of lower risk, shallow to medium depth gas wells (less than 7,000 feet in depth), in south Texas 
and West Virginia. More recent activity also includes exploration in the Austin Chalk formation in Texas, the 
Anadarko Basin in Oklahoma and the Williston Basin in North Dakota at depths ranging from 5,000 feet to 
13,500 feet. 


At December 31, 1983, Vanderbilt's oil and gas producing properties were located in Colorado, 
Louisiana, North Dakota, Oklahoma, Texas, Utah, West Virginia, Wyoming and the Canadian Province of 
Alberta. Vanderbilt had operating, non-operating, working and revenue interests in 107 (14.5 net) oil and 
108 (34.98 net) gas wells on 28,126 (12,126 net) acres of producing leases. Undeveloped leases of 107,890 
(46,634 net) acres were held in Louisiana, North Dakota, Oklahoma, Texas, Wyoming, Idaho, Mississippi, 
Montana, Utah and Canada. 


In the last five fiscal years, Vanderbilt has doubled the value of its reserves (on a non-escalated basis, 
discounted at 10% ) while increasing oil production and maintaining gas production levels. Oil reserves have 
tripled and gas reserves have increased 50% since 1979. 


Since Madison’s acquisition of Vanderbilt on January 11, 1984, five additional wells have been 
completed which will add to the reserve value of Vanderbilt. 
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Conquest 


Madison currently holds 5.2 million shares, or approximately 25% of the total outstanding shares, of 
Conquest, a Houston-based oil and gas exploration, development and production company listed on the 
American Stock Exchange, which it acquired, along with certain Conquest warrants, in July 1983 for 
approximately $48.1 million. Madison has the right to purchase another 2 million shares through its warrants, 
subject to a maximum ownership of 30% of the shares outstanding at any time. The warrants can be 
exercised at $9.75 per share and expire in February 1987. 


In addition to its equity interest in Conquest, Madison has joined certain major insurance companies in 
participating with Conquest in its exploration and development program (the “Conquest Joint Venture’). 
Madison has spent $30 million and has committed to spend up to an additional $20 million for exploration 
over the four-year program period which began July 1, 1982, including an estimated $12 million to be spent 
by the end of 1984. 


Conquest explores for, develops and produces oil and gas. Exploration and development is concentrated 
in the onshore Gulf Coast, the basins of west Texas and eastern New Mexico, the U.S. Overthrust Belt, and 
certain Rocky Mountain Basins. Substantially all of Conquest’s production is located in the United States, 
with a minor amount located in Canada. 


Conquest’s controlled land position (including the interests of participants in the Conquest Joint 
Venture) in the United States was approximately 530,000 net undeveloped acres (323,000 acres net to 
Conquest ) as of December 31, 1983. Approximately 206,000 net lease acres and 89,000 net acres on unissued 
federal lease applications relate to the Big Medicine prospect in northwestern Montana and 76,000 net acres 
in the U.S. Overthrust Belt are included in the joint venture with Sohio Petroleum Company. The remaining 
159,000 net acres are divided among the Houston division which has 36,000 acres, including 6,000 in 
Louisiana, 20,000 in Texas and 10,000 in Ohio and Mississippi, the Midland division which has 23,000 net 
acres in west Texas, New Mexico, and Oklahoma, the Denver division which has 41,000 acres in Wyoming 
and 52,000 acres in Idaho, Montana, Utah, and Nevada and 7,000 acres in two prospects in California. 


Conquest’s most significant producing properties are the Davidson Ranch field in Crockett County, 
Texas; the Pineview field in Summit County, Utah; the Bayou St. Vincent field in Assumption Parish, 
Louisiana; and the Conquistador field in Lavaca County, Texas. 


Twelve Conquest-initiated prospects were drilled in 1983. In June 1984, the prospect inventory 
included eight classified as in the final stages of evaluation or ready-to-drill and over 45 prospects in advanced 
stages of evaluation on which Conquest is actively pursuing land acquisitions. Seven of the eight Conquest- 
initiated prospects drilled in 1984 are part of the Conquest Joint Venture. During 1983 and the first six 
months of 1984, there has been a significant increase in exploratory drilling by Conquest and this increase in 
drilling is expected to continue throughout 1984 and into 1985. 


In February 1984, Conquest announced a gas condensate discovery in Lavaca County, Texas which has 
been designated the Conquistador Field. Through its participation in the Conquest Joint Venture, Madison 
has a 27% working interest (22% net revenue interest) in the well. A production facility was completed 
during July and the Long No. 2 well initiated gas sales on August 1, 1984. The well is being produced at the 
initial rate of six million cubic feet of gas per day and approximately 270 barrels of condensate per day at a 
flowing tubing pressure of 2,800 pounds per square inch. The well will be tested at varying rates until a 
stabilized and maximum efficient rate is determined. 


Drilling continued in the Conquistador Field in Lavaca County to test the extent of the Long Sand, the 
producing zone in the field discovery well, and evaluate other prospects identified on Conquest’s extensive 
seismic grid. Drilling to date has been primarily designed to protect the large acreage block assembled 
following the discovery well. The No. 1 Hoffer was drilled in a downdip position approximately 290 feet low 
to the discovery well on farmed-in acreage. The Long Sand was present with log analysis indicating a gas 
water contact in the top two feet of the sand. The well has been plugged and abandoned. Two other wells 
are currently testing Wilcox sands which are known producers in the Conquistador area. Preliminary 
indications are both will produce in commercial quantities. Integrating the well control and the seismic data 
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indicates the probability that the Long Sand contains substantial reserves. A development well, located 
approximately 1,320 feet east of the No. 2 Long, has been drilled and is in the completion stage. 


In Terry County, Texas, the No. 1 Wagner has been drilled and completed in the Fusselman after drill 
stem testing oil from both the Pennsylvanian Lime and the Fusselman formations. A successful completion at 
this location will generate additional development drilling. The No. 2 Wagner, an offset well, is currently 
drilling. 


Conquest also reported in May 1984 a gas discovery that tested at approximately 5.0 million cubic feet 
per day in State Tract 563-L in off-shore Texas waters. A second offshore well, the State Tract 563-L #2, a 
multiple zone discovery in July 1984, tested a lower zone at a rate of 2,000 barrels of oil per day and 686 
thousand cubic feet of gas per day on a 26/64 inch choke. The flowing tubing pressure was 1,167 pounds per 
square inch with perforations from 7,282 to 7,291 feet. An upper zone tested at a rate of approximately 221 
barrels of oil per day and 370 thousand cubic feet of gas per day on a 10/64 inch choke with a flowing tubing 
pressure of 1,441 pounds per square inch with perforations from 6,985 to 6,990 feet. Log analysis and side 
wall cores indicate that the two zones tested have gas caps overlaying the oil reservoirs. Logs and cores also 
identified other productive sands in the well which will not be tested in the near term. The petrophysical 
data indicates that the productive zones total 26 net feet of oil sands and 49 net feet of gas sands. The tract 
adjoins State Tract 562-L where a gas discovery reported by Conquest in June 1984 tested 10 million cubic 
feet of gas per day and 30 barrels of condensate per day on a 40/64 inch choke with a flowing pressure of 
1,204 pounds per square inch. The well was perforated from 6,300 to 6,315 feet. Although the three 
discoveries are separate fields, common production facilities will be utilized. Conquest anticipates that 
commercial production from these fields will commence later in the year. Through its participation in the 
Conquest Joint Venture, Madison has a working interest before payout of 25.3% , 25.3% and 20.2% and a net 
revenue interest after payout of 12.8%, 12.8% and 14.4% in each of the wells, respectively. 


Conquest’s natural gas sales in the United States averaged 9.8 million cubic feet per day in 1983, a 10% 
increase over the previous year. The increase is a direct result of new production from the infill development 
program at Conquest’s Davidson Ranch field. This field contributed approximately 20% of the total 1983 
sales, even though purchaser-initiated curtailment amounted to approximately 40% of deliverability. In the 
first six months of 1984, Conquest’s natural gas sales in the United States averaged 13 million cubic feet per 
day. 


The average price received by Conquest in 1983 for domestic natural gas was $4.07 per thousand cubic 
feet. In the first half of the year Conquest was receiving $5.444 per MMBtu as adjusted on six wells at 
Davidson Ranch which qualified for the Natural Gas Policy Act (“NGPA”) Section 107 tight formation gas 
price. In accordance with contractual provisions, the purchase price for gas from these wells was reduced to 
$3.344 per MMBtu in May, and, effective August 1, 1983, all wells in the field were subject to this same 
contract price. The loss of incentive pricing on the six wells reduced total domestic average natural gas 
realizations to about $3.80 per thousand cubic feet in the second half of 1983. The average price received by 
Conquest in the first six months of 1984 for domestic natural gas was $3.63 per thousand cubic feet. 


Most of Conquest’s natural gas is sold under long-term contracts which are for varying periods of not less 
than three years’ duration and expiring through 1997. Approximately 74% of Conquest’s 1983 domestic gas 
revenues were from sales to three companies: Intratex Gas Company (‘Intratex’’) (52% ), a wholly-owned 
subsidiary of Houston Natural Gas Company; Natural Gas Pipeline Company (‘Natural Gas Pipeline’ ) 
(12% ); and Dow Chemical Company (“Dow’’) (10% ). Under the terms of the principal contract, which 
expires in 1997, Intratex may take less gas than the wells are able to produce, subject to contractual 
minimums and ratable field extraction. The Davidson Ranch field wells are currently producing at a rate of 
35 to 40% of deliverability. Sales to Natural Gas Pipeline are made in the interstate market from wells in 
Oklahoma. Conquest is receiving the NGPA Section 102 price for production from all wells except one, for 
which it receives the decontrolled deep well gas price (approximately $10.39 per thousand cubic feet in 
December 1983). 


Conquest’s crude oil and liquids sales in the United States averaged 1,132 and 1,034 barrels per day for 
1983 and the first six months of 1984, respectively, a slight reduction from the previous year, reflecting the 
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decline of mature fields and the impact of spring floods on the Pineview field in Utah, Conquest’s most 
significant oil producer. The average price received by Conquest for crude oil and liquids was $29.16 per 
barrel for 1983 and $28.56 per barrel for the first six months of 1984. 


Crude oil sales are made on a day-to-day basis and are not subject to long-term contractual 
arrangements. During 1983, approximately 59 % of Conquest’s domestic revenues from the sales of crude oil 
and natural gas liquids were from sales to Amoco Production Company and 13% from sales to Scurlock Oil 


Company. 


The following table sets forth a summary of selected financial data excerpted from Conquest’s Annual 
Report on Form 10-K for the year ended December 31, 1983 and its Quarterly Reports on Form 10-Q for the 
quarters ended June 30, 1984 and 1983. 


Six Months Ended Year Ended 
June 30 December 31(1) 
1984 1983 1983 1982 


(Unaudited) 
(In thousands) 


Operations: 
REVENues. 0s orbie hcg ee ae tenes cries ON a, $ 15,405 $15,120 $ 29,431 $28,238 
Income, from operations oy: arene eka w ke 2,436 4,469 7,868 8,798 
Netrincomeé ven vii Fs bostiit el GRA ee 1,590 1,158 3,31) 2,963 
Financial Position at end of indicated period: 
OLATCASSELS |... oos RLU oe cok en Ree eee 119,147 96,543 103,584 89,245 
Long-term debt (net of current portion) .... 15,180 52,940 3,695 43,869 
Shareholders: €quity 4 .. eee ee ae 81,298 25 ere 79,418 27,483 


(1) Conquest conducted no oil and gas operations during the year ended December 31, 1981. 
Expenditures by Conquest during 1981 related primarily to the exchange of its common stock for the assets 
and liabilities of twenty limited partnerships holding interests in proved oil and gas reserves and undeveloped 
acreage. 


Adobe 


Madison, through Trend Exploration, its wholly-owned subsidiary, holds approximately 27% of the 
outstanding common stock of Adobe, a Delaware corporation headquartered in Midland, Texas. Adobe and 
its subsidiaries are engaged in the businesses of (i) oil, gas and mineral exploration, development and 
production, including ownership of an inventory of oil, gas and mineral leasehold interests, and perpetual 
mineral and royalty interests; (ii) majority ownership in two natural gas processing plants; (iii) 75% 
ownership of an 8,000 barrel-per-day oil refinery; (iv) the management of oil and gas properties for others; 
(v) production, processing and marketing of coal; (vi) small, exploratory efforts in Wyoming in search of 
uranium; and (vii) operation of intrastate gas pipeline systems. 


Adobe's oil and gas operations are extensively devoted to the Rocky Mountain, Mid-Continent, 
Southwest, Gulf Coast and Appalachian regions. Adobe has leasehold, mineral, royalty and overriding 
royalty acreage interests in 29 states throughout these regions. The 8,000 barrel-per-day oil refinery, the two 
natural gas processing plants in which Adobe has a majority interest, and various gas transmission facilities 
are located in Texas. A third gas processing plant is located in New Mexico. Its coal mining operations are 
situated in Pennsylvania, as are additional gas transmission systems. 


The summary of selected financial information contained in the following table and the description of 
Adobe have been derived from Adobe’s Annual Reports on Form 10-K for the years ended December 31, 
1983 and 1982, its Annual Report to Shareholders for the year ended December 31, 1983 and its Quarterly 
Reports on Form 10-Q for the quarters ended June 30, 1984 and 1983. 
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Six Months Ended Year Ended 


June 30 December 31 
1954 1983 1983 1982 1981 
(Unaudited) 
(In thousands) 
Operations: 
Operating’ revenues ti. OF R17 Bo $ 79,609 $ 83,146 $165,541 $203,259 $184,482 
CO DELAUING INCOME crs ganas us 217217 20,179 42.724 46,413 48,209 
Earnings before extraordinary 
SEEN Mean. ia. RMR RT ee te Nk | 11,626 LABLG 23,770 24,629 24,407 
Eetraordinary, items joc eases: — _— _ 15,666 — 
INGtearTIIN gore Wy. AR SAE 11,626 11,116 23,770 40,295 24,407 
Financial position at end of indicated 
period: 
Tobaassetss wee, o> Oe Oe kano. 397,810 369,968 393,965 387,185 368,889 
Long-term debt (net of current 
portion) Gers Nii. se ae: 72,827 79,034 79,485 89,483 114,739 
Stockholders equity .......... 212,844 192,297 203,366 182,689 146,143 
Marline 


In April 1984, as part of the Madison Acquisition, Madison received from Danville 36% of the 
outstanding common stock of Marline together with certain other assets, in exchange for shares of Madison 
Common Stock. Marline, which maintains its principal executive offices in Houston, is a public company 
whose Series A common stock is traded in the over-the-counter NASDAQ system. 


Since 1977, Marline has engaged in the exploration for, and development of, oil and gas reserves in the 
United States and, until 1981, in Canada. It is also engaged in the wholesale distribution of spa and 
swimming pool supplies and equipment and in exploration for uranium. On November 2, 1981, Marline 
transferred to Aberford all of its Canadian oil and gas properties and received in exchange cash and Aberford 
securities. Marline retains approximately a 3.5% holding of the common stock of Aberford. 


Prior to the acquisition of Quanah Petroleum, Inc. (“Quanah’’) in October 1983, Marline’s United 
States oil and gas operations were conducted principally through privately organized limited partnerships 
(the “Funds” ), three of which were managed by Marline, as general partner, and one of which was managed 
by a subsidiary of Marline and an indirect subsidiary of Danville as general partners. To a limited extent, 
Marline also engaged in oil and gas operations on its own account. On October 26, 1983, Marline acquired 
Quanah by merger of Quanah with and into Marline Petroleum Corporation, a Delaware corporation wholly 
owned by Marline. From its inception, Quanah engaged in the exploration for and development of oil and 
gas reserves, primarily in the southwestern United States. In addition, as part of a plan to consolidate its oil 
and gas operations, in 1984 Marline acquired the interests of all of the investors in the Funds for Marline 
securities, debt or a combination of the foregoing. 


Marline maintains an inventory of tubular goods and well equipment used in its operations. Wells 
drilled on certain prospects are operated by other companies with a working interest in such wells pursuant 
to joint venture arrangements. Quanah acted as operator for approximately 60% of the oil and gas wells in 
which it held an interest and subsequent to Marline’s acquisition of Quanah, Marline has acted as operator 
with respect to such wells. 


Drilling activities of Marline have been undertaken principally in the onshore Gulf Coast areas of Texas, 
Louisiana and Mississippi and in the Permian Basin area of west Texas and New Mexico. From December 
31, 1977 through December 31, 1983, Marline and its predecessors in interest participated in a total of 332 
wells of which 75 exploratory and 98 development wells were successfully completed. Of the 173 wells 
successfully completed, 157 wells are currently on production. 
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Marline is also engaged in extensive uranium exploration primarily in the eastern United States. In 
connection with the partial termination of a joint venture agreement relating to Virginia uranium properties 
and other properties for uranium exploration, Marline has continuing financial obligations to pay minimum 
royalties aggregating $5 million until 1989. Marline’s former joint venture partner retains an overriding 
earned royalty interest in addition to minimum royalties. Future development of Marline’s uranium reserves 
is dependent upon the enactment of favorable legislation by the Virginia state legislature and the obtaining of 
necessary project or other financing. It is not anticipated that these uranium activities will produce revenue 
in the foreseeable future. As of June 30, 1984, Marline had capitalized costs of $40 million relating to the 
uranium project. Marline’s current financial resources are inadequate to develop the uranium deposits. The 
infusion of substantial additional capital or the formation of a joint venture for exploitation of the uranium 
project is necessary to develop the deposits. Marline has concluded an agreement relating to a possible joint 
venture with Union Carbide Corporation (“Union Carbide’ ), which, if the joint venture is implemented in 
accordance with its terms and Marline elects to retain a 50% working interest, will provide 70% of the 
financing for a mill and the development of a mine at the South Coles Hill deposit and certain other costs. 
The Union Carbide option, as extended, expires on May 31, 1985. In order to finance the remaining 30% of 
the overall financing cost, Marline would have to arrange project financing or make other financing 
arrangements. With regard te exploration activities to evaluate a portion of the remaining acreage, Marline 
has been negotiating for a number of months with a major United States utility with a view to concluding an 
exploration joint venture agreement covering a significant exploration program. No assurances can be given 
that Marline will be able to complete such financing or arrangements or to consummate such program. 


In August 1982, Marline acquired all of the outstanding common stock of Poolquip Holding Company 
(“Poolquip”’), which, through a wholly-owned subsidiary, is a wholesaler of spa and swimming pool supplies 
and equipment with a total product line of over 3,500 items. Chemical sales represent approximately 20% of 
Poolquip’s total gross revenues while miscellaneous parts and supplies account for an additional 20%. The 
spa and swimming pool equipment and supplies industry is highly competitive. Poolquip, which is believed 
to be one of the largest independent wholesalers of swimming pool equipment and supplies in the United 
States and a major factor in the south central United States region it serves, competes with approximately 25 
to 30 other major independent wholesalers in such region. Poolquip’s business is highly seasonal, with a 
greater proportion of revenues generated in the first half of the year. In 1983 and in the first six months of 
1984, Poolquip had revenues and net income of $29,777,000 and $685,000, and $22,691,000 and $1,140,000, 
respectively. 


On August 31, 1984, Marline concluded an agreement to sell its Poolquip interest to a group of private 
investors for $11 million, of which $10 million will be in cash and $1 million will be in the form of a long- 
term, subordinated note. The transaction is subject to certain conditions, including the completion of 
financing arrangements by the purchasers, and is expected to close early in the fourth quarter of 1984. 


Marline anticipates that it will report a gain of approximately $5 million on the disposition of its 
Poolquip interest. Marline’s management anticipates that additional funds will be required to fulfill oil, gas, 
minerals and other obligations and activities during 1985. Various financing alternatives are being 
considered, although no assurances can be given that such additional funding will become available. 


The following table sets forth a summary of selected financial data excerpted from Marline’s Annual 
Report on Form 10-K for the year ended December 31, 1983, its Quarterly Report on Form 10-Q for the 
quarter ended June 30, 1984 and other information supplied by the management of Marline. 
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Six Months 


Ended June 30 Year Ended December 31 
1984 1983 1983 1982 1981 
(Unaudited) 
(In thousands) 
Operations: 
INEVENUES tee Sor oie ee Re re An $28,026 $23,017 $ 41,337 $ 38,396 $55,496 
Income (loss) before income taxes (3,694 ) (1,179) (Lol) (9,914) 7,458 
Net income (loss) ..........-. (3,694) (1,179) (7,514) (10,827) 7,002 
Financial position at end of indicated 
period: 
jotal assetswperi) <eeok Laces. 116,548 98,226 104,617 95,459 78,622 
Long-term debt (net of current 
DOTLON) (eerie. eee praetor 33,140 49,839 2s 112 48,993 30,347 
Stockholders’ equity .......... 311382, 20,399 38,313 21579 31,025 
Aberford 


In the Madison Acquisition, Danville transferred to Madison approximately 6% of the outstanding stock 
of Aberford together with certain other assets in exchange for Madison Common Stock. Marline retains 
approximately 3.5% of the outstanding stock of Aberford. 


Aberford is a diversified, Canadian-controlled, natural resource company, the common shares of which 
are listed on the Toronto and Montreal stock exchanges. The principal business of Aberford is the 
exploration, development and production of oil and natural gas in the conventional areas of western Canada, 
the Canadian East Coast offshore and to a lesser extent in other countries. Aberford has interests in 
undeveloped coal, uranium and base and precious metal prospects in various locations in Canada and the 
United States. In addition, Aberford held a net profits interest in certain producing and non-producing 
uranium properties in Saskatchewan. In April 1984 Aberford sold its net profits interest for a consideration of 
$Cdn88 million of preferred shares of the purchaser, a subsidiary of Eldorado Nuclear Limited, and a royalty 
on future production. 


The summary of selected financial information contained in the following table and the description of 
Aberford have been derived from Aberford’s Annual Report for the year ended December 31, 1983 and its 
Quarterly Reports for the quarters ended June 30, 1984 and 1983. 


Six Months Ended Year Ended 
June 30 December 31(1) 
1984 1983 1983 1982 
(Unaudited) 
(In thousands) 

Operations: 

Operating revenues.............. $Cdn. 60,760 $Cdn. 53,210 $Cdn. 103,476 $Cdn. 69,364 

Operating incomes aac 5. ae ee 31,531 26,806 50,921 35,040 

Income before extraordinary item 2.050 2.164 5,025 3,244 

Bxtraorainary Wlemi,ck ace. aa. 104 = — 1218 

INeEtHNnCome ThE Peele: a. SEP aaROe 2154 2,164 5,025 4,457 
Financial position at end of indicated 

period: 
hotalbacsets: he saa. Sis iat ae 404,048 364,742 378,312 364,629 
Long-term debt (net of current por- 
SCI i en re J ARE Ret 145,158 179,990 140,134 186,779 
Stockholders’ equity ............ 130,509 80,857 127-213 79,893 


(1) Aberford, formerly an Alberta corporation, reincorporated as a Canadian corporation on April 23, 
1982. No results are reflected for predecessor companies for any period prior to that date. 
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Universal 


Madison holds approximately 34% of the outstanding common stock of Universal, a Texas corporation, 
headquartered in Dallas, Texas. Universal is principally engaged in onshore oil and gas exploration, 
development, and production in the United States. These activities are conducted primarily in the Anadarko 
Basin of Western Oklahoma and the Texas Panhandle, the East Texas Basin, the Williston Basin in North 
Dakota, and the Powder River Basin of Wyoming. Universal through four wholly-owned subsidiaries also 
provides contract drilling services and other oilfield services and supplies primarily in Oklahoma. 


In fiscal 1983, Universal participated in the drilling of 63 wells, of which 35 were completed as 
producing wells. The Universal’s average net working interest in these wells is approximately 27 %, resulting 
in the addition of 9.3 net producing wells to Universal. Of these wells, 18 were drilled in Oklahoma, 12 were 
drilled in Texas, six were drilled in North Dakota, two were drilled in Wyoming, seven were drilled in 
Illinois, eight were drilled in Nebraska, one was drilled in Utah, five were drilled in Indiana, three were 
drilled in New Mexico, and one was drilled in Colorado. Of the 63 wells drilled, 34 were exploratory wells 
which resulted in 23 dry holes and 11 producing wells. The average depth of all wells drilled was 9,074 feet. 


Universal acquires on a continuous basis oil and gas leases, makes geological evaluations, and supervises, 
by action as operator, the development and operation of properties and participates in operations conducted 
by other operators. During 1983, Universal conducted operations for its own account, individually or jointly 
with others in the industry, utilizing internally generated funds and available bank financing, and also made 
frequent use of farmouts to test a prospect or develop reserves at minimal cost to Universal. 


The summary of selected information contained in the following table and the description of Universal 
have been derived from Universal’s Annual Reports on Form 10-K for the years ended October 31, 1983 and 
1982, its Annual Report to Shareholders for the year ended October 31, 1983 and its Quarterly Reports on 
Form 10-Q for the quarters ended July 31, 1984 and 1983. 


Nine Months Ended 
July 31 Year Ended October 31 


1984 1983 1983 1982 1981 


(Unaudited) 
(In thousands) 


Operations: 
Operating revenues $39,041,790 $34,665,104 $48,351,500 $58,117,228 $63,706,512 
Operating income 
(ClOSS)) ot aa aN 1,909,268 (3,671,692 ) (3,072,534 ) 7,689,419 21,001,192 
Net earnings (loss) 1,619,268 (1,982,692 ) (7,847,534 ) 6,609,419 13,601,192 


Financial position at end 
of indicated period: 


Total assets) tse sete 204,780,739 221,189,579 214,342,850 225,862,432 151,138,172 


Long-term debt 
(net of current 
portion’) ae, 79,469,634 90,144,402 89,723,918 95,087,120 8,673,346 


Stockholders’ equity 94,980,739 99,203,967 93,339,125 101,184,226 99,966,581 


Risks of Oil and Gas Business 


The oil and gas operations of Madison are subject to all the risks normally incident to drilling for and 
producing oil and gas, including blowouts and fires, which could result in damage to, or destruction of, oil 
and gas wells or production facilities and loss of life and property. Madison has not insured against all of 
these risks either because insurance is not available or because it has elected not to insure due to prohibitive 
premium costs. The occurrence of any uninsured event could result in substantial loss. 
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Competition 


The oil and gas industry is intensely competitive in all of its phases. Madison encounters strong 
competition from major oil companies, independent operators and other companies, many of which have 
greater financial and technical resources and are more experienced in the exploration for and production of 
oil and gas. 


Raw Material 


The development of new reserves of oil and gas is essential to Madison’s business. However, the 
acquisition, exploration, development, production and sale of oil and gas are subject to many factors which 
are outside its control. These factors include worldwide and domestic economic conditions, oil import 
quotas, availability of drilling rigs, casing and other equipment and supplies, proximity to pipelines, the 
supply and price of other fuels, and governmental regulation of production, transportation and marketing. 


Government Regulation 


Almost all jurisdictions in which Madison holds oil and gas properties have statutory and administrative 
provisions regulating the exploration for and production and sale of oil and gas. The regulations specify, 
among other things, the extent to which acreage may be acquired, permits necessary for drilling of wells, 
spacing of wells, measures required for preventing waste of oil and gas resources, rates of production, and 
measures required to prevent and control pollution and sales prices to be charged to purchasers. 


All United States gas production is regulated by the Federal Energy Regulatory Commission 
(“FERC”), which has authority over the transportation and marketing of natural gas in interstate and 
foreign commerce and which establishes maximum prices at which natural gas may be sold in interstate and 
intrastate commerce. NGPA establishes a variety of maximum prices at which such gas may be sold, based 
upon multiple factors, including its category as onshore or offshore production; the commencement date of 
the surface drilling of the well in question; existing production; the depth at which production is established; 
the date of commitment of the underlying gas reserves to interstate commerce; and the rate of productivity. 


All ceiling prices established under the NGPA are subject to monthly adjustment based upon the gross 
national product implicit price deflator, as well as other factors. The staff of the FERC has calculated the 
ceiling price for new onshore natural gas and for certain natural gas produced from the outer continental 
shelf to be $3.705 per MMBtu during June 1984. Notwithstanding the maximum lawful price which the 
NGPA establishes, in no event may a producer receive a price in excess of that authorized by the producer's 
gas sales agreement. Accordingly, there can be no assurance that the price authorized by the NGPA will in 
fact be the price received for natural gas production. Natural gas production from wells below 15,000 feet 
drilled after February 19, 1977 is not subject to NGPA current ceiling prices due to deregulation of this 
production in November 1979. This gas may be sold at whatever price the producer can obtain and in some 
geographic areas was solling for as high as $8.00 to $9.00 per MMBtu during 1981. Most purchasers reduced 
this price to approximately $5.00 per MMBtu during 1982 and since the fourth quarter of 1982 additional 
reductions to the NGPA Section 102 rate ($3.705 per MMBtu for June 1984) have become commonplace 
where contractual market-out clauses permit such adjustments. 


In 1980, FERC Order No. 93 revised, retroactive to December 1978, the criteria for determining the 
energy content of natural gas sold in accordance with the terms of the NGPA. This revision resulted in a 
higher price for natural gas production. In August 1983, a federal appeals court reversed FERC Order No. 
93. 


The NGPA contemplates the gradual deregulation, commencing January 1, 1985, of the price at which 
newly discovered natural gas may be sold, but it also contains provisions where maximum lawful price 
controls may be reimposed for an additional period not to exceed 18 months. Numerous Congressional and 
Presidential deregulation proposals, which are designed to protect consumer prices as well as return the 
industry to the competitive market place, have been initiated over the past several years. None of these 
proposals are sufficiently defined to enable the impact on Madison to be determined. 
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Certain state regulatory agencies are empowered to exercise price controls on intrastate marketing and 
transportation of natural gas. In certain cases in Oklahoma and Kansas, the state regulated price for natural 
gas is below the maximum established by the NGPA. 


The Mineral Leasing Act of 1920, as amended, generally prohibits persons, associations or corporations 
from owning or controlling at any one time oil and gas leases (including options for or interests in such 
leases) on Federal lands in excess of 246,080 acres in any one state except for Alaska, where the limits are 
higher. 


No prediction can be made as to what additional legislation or regulations may be adopted, if any, which 
may affect the competitive status of Madison, or restrict the prices at which it may sell its oil and gas or the 
market demand for oil and gas. However, legislation lowering, directly or indirectly, permissible price levels 
for oil and gas sold may have a material adverse impact on its operations. 


Environmental Protection Regulation 


Exploration for and development and production of oil and gas is subject to environmental protection 
regulations in all countries in which Madison and its subsidiaries are active. Madison does not believe that 
compliance with existing and proposed legislation will have a material adverse effect on operating and capital 
costs. 


Other Investments 


In 1983, Madison formed Madison Ventures Limited (“Madison Ventures’) to make venture capital 
investments. In August 1983 Madison Ventures acquired for $2 million a 70% interest, subject to an option 
to management which would reduce its interest to 50%, of Accutest Corporation, based in Chelmsford, Mass. 
Accutest, with approximately 200 employees, engineers, manufactures and markets automatic test equipment 
in the form of logic testers, memory testers and process evaluation testers for semiconductor manufacturers 
and users throughout the world. No other venture capital investments have been made. 


Employees 


At June 30, 1984, Madison and its consolidated subsidiaries employed a total of 669 persons (including 
340 in Indonesia). Neither the employees of Madison nor of its consolidated subsidiaries are represented 
under any collective bargaining contract. 


Legal Proceedings 


On November 13, 1981, Madison brought an action in the United States District Court for the Southern 
District of New York captioned Madison Fund, Inc. v. New Court Securities Corporation, et al. The action, 
against certain officers and directors of AM International, Inc. (“AMI”), alleges that the defendants violated 
various federal and state securities laws in connection with the sale of 1,636,000 shares of AMI common stock 
to Madison. The complaint seeks recovery of damages of not less than $24,000,000 and also names as 
defendants the financial advisor for AMI in the stock sale and the auditing firm of AMI at the time of the sale. 
Madison is unable to predict the outcome of the legal action on its behalf. 


In connection with the settlement of certain litigation brought in connection with the Madison 
Acquisition on behalf of a Madison shareholder against Madison, Inspiration Resources, Danville and certain 
present and former directors of Madison, a stipulation of settlement (the “Settlement Agreement’) was 
executed on behalf of all parties providing for the dismissal of this action with prejudice. The Settlement 
Agreement provides, inter alia, that, during the two-year period fron June 4, 1984, neither Inspiration 
Resources nor Danville nor Madison will make any acquisition of Madison’s shares that would constitute a 
“Rule 13e-3 transaction” as defined in Rule 13e-3 promulgated pursuant to the Securities Exchange Act of 
1934, as amended (i.e., a “going private’ transaction), by offering to Madison’s shareholders cash or other 
consideration of less than $24 per share, net of commissions, fees and all other charges except for acquisitions 
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made through tender offers and open market purchases. Based on the advice of counsel, Inspiration 
Resources believes that the Exchange Offer is not a Rule 13e-3 transaction. 


BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES 


General 


Inspiration Resources is at present engaged, through its subsidiaries, in four natural resource related 
businesses (petroleum, agricultural chemicals, metals and coal) and in venture capital activities. 


Inspiration Resources’ present business strategy anticipates a reduction in Inspiration Resources’ 
dependence on base metals and an improvement in its liquidity. Inspiration Resources is actively considering 
divestitures and acquisitions of various businesses and operations with the objective of changing its mix of 
assets. While no specific divestiture proposal is under consideration, divestiture of certain operations, if 
implemented, might require substantial writedowns of assets. Within the natural resource sector, Inspiration 
Resources’ primary emphasis for the future will be on petroleum and precious metals. Outside of the natural 
resource sector, Inspiration Resources will emphasize both the venture capital activities and the acquisition of 
new businesses with the potential to utilize Inspiration Resources’ net operating loss tax carryforwards which 
at December 31, 1983 were $230 million and $Cdn 43 million. 


Corporate History 


Inspiration Resources, a Maryland corporation, is the result of a reorganization, effective July 6, 1983, in 
which the joint interests of HBMS and Minorco in the Inspiration Resources group of companies and in 
Trend, were consolidated with HBMS’s other interests. In that reorganization, Inspiration Resources retained 
ownership of its companies and became the owner also of all the outstanding common stock of HBMS and 
Trend, while Minorco became the indirect owner of approximately a 60% equity interest and a 46% voting 
interest in Inspiration Resources and the former public shareholders of HBMS became the owners of 
approximately a 40% equity interest and a 54% voting interest in Inspiration Resources. 


In April 1984, Inspiration Resources consummated the Madison Acquisition in which it and Danville 
each transferred to Madison certain oil and gas interests (including Trend and Inspiration Resources’ interest 
in Adobe) in exchange for which 53 % of the common stock of Madison was transferred to Danville and 73 % 
(68% ona fully-diluted basis) of the Danville Common Stock was issued to Inspiration Resources (subject, in 
each case, to certain post-closing adjustments described under BUSINESS AND PROPERTIES OF MADISON — 
Corporate History). 


Inspiration Resources’ petroleum business, which, prior to April 1984, was conducted principally 
through Trend, is carried on at present principally through Madison, which now owns Trend; the venture 
capital activities are carried on at present through Danville. Inspiration Resources’ agricultural chemicals 
business is carried on by Terra and its United States base metals and precious metals businesses are carried on 
by Inspiration Minerals. Through HBMS, Inspiration Resources conducts its base metals and precious metals 
businesses in Canada. Inspiration Resources’ coal business, including production and marketing of 
metallurgical and steam coals, is carried on in the United States by Inspiration Coal. 


For information pertaining to the relative contributions of the business segments of Inspiration Resources 
to its 1983 revenues and assets see FINANCIAL STATEMENTS OF INSPIRATION RESOURCES AND SUBSIDIAR- 
IES — Business Segments. 


Petroleum 

Inspiration Resources’ petroleum business was conducted prior to April 1984 principally through its 
formerly wholly-owned subsidiaries, Trend International and Trend Exploration. On April 3, 1984, 
Inspiration Resources, Madison and Danville consummated the Madison Acquisition, in which Inspiration 
Resources transferred to Madison its 100% interest in Trend International and Trend Exploration and its 
27% interest in Adobe, and Danville and its subsidiaries transferred to Madison a 36% interest in Marline, a 
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Houston-based company, and a 6% interest in Aberford, a diversified, Canadian-controlled, natural resource 
company. See BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Corporate History and Petroleum. 


At present Inspiration Resources’ petroleum business is carried on principally through its subsidiary, 
Danville, and Danville’s subsidiary, Madison. HBMS also carries out certain petroleum activities in 
connection with its ownership, since September 1983, of Canadian oil and gas properties formerly owned by 
Trend. 


Further information concerning Inspiration Resources’ petroleum business conducted through Madison 
is set forth under BUSINESS AND PROPERTIES OF MADISON — Petroleum Properties and Pro Forma Oil and 
Gas Reserves Information and Petroleum. 


Venture Capital 


Inspiration Resources conducts its venture capital business principally through Danville, of which it 
presently owns 73% (68% on a fully-diluted basis). Danville also holds the interest in Madison. If the 
Danville Investments are consummated, Inspiration Resources’ ownership will increase to 80% (76% ona 


fully-diluted basis). 


Danville owns an approximately 28% equity interest in Arcata Corporation (‘Arcata’), representing 
the largest single shareholding in Arcata. Danville acquired its interest in Arcata by participating in a 
leveraged buyout in 1982. Arcata is operated through two divisions, its Graphics Division and its Forest 
Products Division. The Graphics Division provides printing services to publishers of books and magazines, 
including such well-known national magazines as Reader's Digest, People, TV Guide, U.S. News & World 
Report and Mechanix Illustrated. In addition, this division of Arcata is a major printer of hard and soft 
covered books, printing approximately 400 million paperback books each year. The Forest Products Division 
of Arcata owns approximately 77,500 acres of timberland in northern California. The principal products of 
this division are whitewood logs and redwood lumber which is used for high-quality exterior siding, interior 
paneling and a variety of construction and industrial uses. Inspiration Resources and Danville both account 
for their interest in Arcata on a cost basis. 


Danville has a 43% (33% ona fully-diluted basis or 30% if certain conditions occur) equity interest in 
Prospect. Prospect has recently received subscriptions aggregating $25.4 million for shares of its common 
stock and for certain convertible debentures. Danville intends to use $25 million of the proceeds of the 
Danville Investments to acquire additional equity securities of Prospect. If the Danville Investments are 
consummated, Danville’s additional investments in Prospect will increase its equity interest to 66% (56% on 
a fully-diluted basis or 52% if certain conditions occur). Prospect is a diversified venture capital company 
which also has interests in energy resource companies, including 3.7% of Marline, and limited partnership 
and direct working interests in a number of oil and gas properties. Prospect also owns approximately 29.9% , 
and has an option to purchase an additional 49 %, of the equity of Wood River Capital Corporation (“Wood 
River’), a diversified venture capital fund which is one of the largest non-bank affiliated small business 
investment companies in the United States. 


Danville, together with Prospect, owns approximately 56% of the limited partnership interests in Sierra 
Ventures, a technology-oriented venture capital limited partnership. Sierra Ventures owns interests in 12 
companies. It has a 24.7% equity interest in Environmental Testing and Certification Corporation, a 
publicly traded company which provides various services for corporations that must monitor the chemical 
content of hazardous pollutants discharged into the environment. Together, Sierra Ventures and Wood River 
own approximately 28% of American Fiber Optics Corporation, a publicly traded manufacturer of high 
quality optical fiber, and 26% of Datacopy Corporation, a publicly traded manufacturer of products in the 
field of electronic imaging. Sierra Ventures also holds 11% of CGX Corporation, which manufactures and 
markets graphic display terminals used in computer-aided design and computer-aided manufacturing. 
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DANVILLE RESOURCES, INC. AND SUBSIDIARIES 


SELECTED FINANCIAL DATA 


Year Ended 
Six Month Ended December 31, 
June 30, 1983 
1984 (Reclassified ) 


($ in thousands, except 
per share amounts) 


(Unaudited) 
Operations: 
| RESID (Ses ee ee ee 0S Re a eee cee AN pr Wager Sere Segoe pee $ 19,533 $ 2,290 
Income (loss) from venture capital operations ................ (1,342) 2,150 
Equity unineteloss of attiliates isn6 OAC! Qo destiilioed wssidawhezd 4: (2;057) (4,675 ) 
Neb Loss 268i) contr Lut eotnan an iti it oor Wet 2obEy eC (4,898 ) (10,184) 
Netilossiparesbane/t ge cede ne tee eA ci kg (11.31) (48.12) 
Financial position at end of indicated period: 
CAS PANG SHOLU-terinl INV ESLINEINS oc ere ec hres cee reo eyes 101,749 616 
Oil and gas porperties and equipment, using the full cost method of 
CC OMITNCHS) immeee ees etd) SORE e CA ARS GEPAL ors Re ye ataN 160,093 Loe 
Other energy and energy related assets ...................-.- 216,499 43,026 
Othertinvestiients:at“cost or equityit Ape ote en eS 36,751 32,704 
Other investments using the market value method of accounting 
Keostrone2os al DOL Cates) emery e a arti, er eer necem Sta Ot 8,482 9,825 
INE IBASSC ES PME pete ere Seren EI Seen Pee ne SAN, aicrenaee ae 539,073 103,012 
Long-term debt and redeemable preferred stock .............. 24,652 24,560 
NET OTIUVMITICO LES Cn cin, Sees teem ed cer. re Mune t an ce cts Nephi: eiaAy Raa cu « 245,911 — 
SiGck NO enSeCUUily ger) Meee cis | i.e shuns eck veal ea, ni 934,511 65,054 


In April 1984 the operations and financial position of Danville were significantly changed as a result of 
the Madison Acquisition. Effective April 3, 1984, Madison became a consolidated subsidiary of Danville. 
When comparing the Selected Financial Data shown above, the existence of these transactions should be 
considered. 


Agricultural Chemicals 


Inspiration Resources agricultural chemicals business is carried on by Terra. Inspiration Resources 
acquired all the common stock of Terra held by the public in June 1981. Terra is to redeem outstanding non- 
voting preference shares held by the public over the next eight years. 


Terra’s operations at June 30, 1984 included over 100 farm service centers in 15 states; a manufacturing 
complex at Port Neal, lowa; a 37.5% interest (including a 12.5% interest acquired effective May 16, 1983) in 
Oklahoma Nitrogen Co. (“ONC’”’), a partnership that operates an anhydrous ammonia plant in Oklahoma; 
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and a 65% interest in Bison Nitrogen Products Co. (“Bison’’), a partnership that produces nitrogen solutions 
and urea liquor from feedstocks provided by ONC. 


Terra markets a full line of agricultural chemicals (mixed fertilizers and crop protection chemicals), 
seed and other products to the agricultural community in the midwestern, southern and southwestern regions 
of the United States. Through its retail division, Terra markets equipment and services required for the 
application of its seed, crop protection and fertilizer products. Terra also manufactures ammonia and 
derivatives used in the production of inorganic fertilizers and animal-feed ingredients and purchases potash, 
phosphate and other agricultural chemicals from others for resale or the production of mixed fertilizers. 


Production 
Terra’s primary manufacturing facilities are located at Port Neal, lowa. The Port Neal complex consists 
of five closely integrated plants for the production of ammonia, urea, nitric acid, ammonium nitrate and 
nitrogen fertilizer solutions. Ammonia, nitrogen fertilizer solutions and urea liquor are also produced at 
Woodward, Oklahoma at the chemical production facilities of ONC and Bison. ONC produces anhydrous 
ammonia, a portion of which Bison upgrades into nitrogen fertilizer solutions and urea liquor. 


Chemical fertilizer products are produced in many forms with widely varied concentrations of the three 
primary plant nutrients — nitrogen, phosphate and potash. Many products combine two or all three of such 
nutrients in varying concentrations. The type of fertilizer used varies according to soil conditions and the 
nature of the crops being raised. Terra sells crop protection chemicals and nitrogen animal-feed ingredients, 
consisting of dry urea and urea liquor, which are used by feed manufacturers to produce mixed feeds. 


The fertilizer business is subject to periods of overcapacity. When profits and returns are good, the 
industry has had the tendency to overexpand, resulting in oversupply and downward pressure on prices and 
profits. While a significant percentage of the ammonia capacity in the United States was idle during 1982 and 
1988, recent start-ups have reduced the idle ammonia capacity. Until 1983, Terra’s Port Neal complex had 
never been shut down because, in times of low demand, Terra had been able to reduce purchases of nitrogen 
products from third parties. However, Terra shut down the Port Neal complex from June through August 
1983 for an extended maintenance program due to increased inventories resulting from the unusually 
depressed farm economy. 


The federal government’s payment-in-kind (“PIK”) farm program in effect during 1983, pursuant to 
which farmers were paid with grain to reduce their planted acreage, combined with a severe drought in the 
Midwest, significantly reduced production of most major crops, thereby reducing surplus reserves. The 
government has repealed the PIK program for corn, grain sorghum, cotton and rice and has continued the 
PIK program only for wheat, but with substantially reduced payments. As a result, commodity prices 
strengthened and 1984 plantings of the major crops have increased considerably. With this increase in 
acreage, the demand and prices for Terra’s products have improved significantly over 1983. 


The agricultural chemicals business is by its nature seasonal, based upon the planting and harvest cycles. 
As a result, inventories must be built up in the first few months of the year to be available for seasonal sales. 
The resultant inventory build-ups require significant storage capacity. Inventory build-ups are financed by 
short-term borrowings, which are retired with the proceeds of the accounts receivable arising from the sales 
of such inventory. In times of reduced demand, Terra can reduce purchases, thereby helping to alleviate the 
financing costs of carrying inventories. 


The main raw material used by Terra in its manufacturing operations is natural gas, which is purchased 
from Iowa Public Service Company, a local natural gas distributor, under long-term contracts. Terra’s 
contract with Iowa Public Service Company for the purchase of natural gas expires in May 1987. Under the 
terms of the contract, the present cost of natural gas delivered to Port Neal would be $3.86 per MMBtu. An 
agreement was entered into in August 1983 that allowed Terra to purchase “‘off-system” or “agency” gas 
(i.é., gas purchased from producers through agents, and shipped through the Northern Natural Gas system 
pipelines) through September 1984 at a delivered cost averaging $3.34 per MMBtu. Terra has entered into 
an 18-month contract, effective after August 1, 1984, for the purchase of agency gas at a delivered cost of 
$3.46 per MMBtu. Transportation for the agency gas is on a best efforts basis, but no significant curtailment of 
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transportation is anticipated. The fertilizer industry, which is energy intensive, in the past has been severely 
affected by increased energy prices. 


Although the supply of natural gas is subject to curtailment on a priority basis if total availability in an 
area runs low, the fertilizer industry has been given special consideration by the FERC, which puts it in a 
curtailment category just below such high priority consumer users as households, hospitals and small business 
heating. Because of ample gas supplies in the United States, curtailments in recent years have been quite 
short at both Port Neal and ONC, and there was no curtailment in 1983. During periods of curtailment, 
Terra has the ability to substitute fuel oil for a portion of its gas requirements at both plants. 


Anhydrous ammonia is used as the principal raw material for the production of nitrogen-based chemical 
fertilizers and feed ingredients at both Port Neal and ONC, and any excess production is marketed by Terra 
in its manufactured form. There are various chemicals and catalysts used in the manufacturing processes that 
are purchased from the basic manufacturers. Availability of these latter materials is considered adequate to 
meet production needs. 


The following table sets forth production for each of the periods indicated: 


Six Months 
Ended June 30 Year Ended December 31 
1st 1983 s983—Ssd9SZS«9BLSS«C18=S«L7O 
(In tons) 
Port Neal: 

Anhydrous ammonia ........ 112,324 92,063 167,287 218,803 229,793 230,514 221,000 
ROT EA UOTE eit cnt eek Bane 89,043 77,930 142,811 181,288 203,335 216,694 210,908 
Urea fertilizer — solid ...... 26,304 17,747 31,471 32,409 47,954 47,300 37,788 
Urea feed — solid .......... 8,122 12,494 24,259 438,859 49,715 56,738 62,967 
Ammonium nitrate liquor .... 74,644 65,458 116,479 155,503 156,080 156,772 147,904 
Nithictacid! tte) See, ae 60,267 53,360 94,973 125,125 . 126,670 127,503. 121,576 
Ammonium nitrate prills .... 17,179 14,212 23,829 31,051 41,631 44,322 34,929 


Nitrogen solution (as produced 
with nitrogen content of 
PAU as bet Dae hae ed ERE RTE 156,916 136,483 249,834 316,472 295,127 306,101 306,899 


Woodward:(1) 
Bison (total nitrogen solutions) 146,215 141,780 258,069 222,816 273,331 286,865 233,638 


Oklahoma Nitrogen (total 
AIIM OUIA) AN 6 ccs SAP C TSE A 218,253 203,998 378,083 363,293 452,862 477,041 403,034 


(1) Terra’s share is 63% of Bison’s nitrogen solution production. Terra’s share of ONC’s ammonia 
production prior to and including May 15, 1983 was 25%. Terra’s share increased to 37.5% on May 16, 
1983. Terra’s weighted share of ammonia production for 1983 was 32.4% of one year’s production. 


Marketing and Competitive Position 


Terra markets its products through its retail division, which is organized into nine regions that operate 
more than 100 farm service centers, and also sells to other distributors through its wholesale division. In 
addition to the sale of products, services provided at the farm service centers are marketed under Terra’s crop 
management program and include collection of soil samples for analysis, consultation as to crop nutrient 
requirements and the delivery and field spreading of the products sold. 


Terra’s wholesale division sells chemical fertilizers and nitrogen feed ingredients to retail distributors of 
fertilizers and to feed manufacturers, principally in 16 states in the Midwest and Southwest. In receiving and 
distributing materials to wholesale customers and retail outlets, Terra utilizes four major methods of 
transportation: barges, common carrier pipelines, railroad and tank cars, and common carrier trucks. During 
1983, Terra operated 24 terminal storage locations strategically located in key market areas to ensure efficient 
movement and seasonal availability of both dry products and fertilizer solutions. 
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In 1983, within its overall trade area, Terra accounted for less than 10% of total agricultural chemical 
sales; however, within certain localized areas, Terra’s share of the market was substantially higher. Most of 
Terra’s competitors are cooperatives or divisions of larger companies. Some of these competitors have greater 
total resources than Terra and are less dependent on earnings from agricultural chemical products. 


Properties 


Terra maintains headquarters in Sioux City, lowa. Construction of a new head office complex in Sioux 
City was completed in 1983, financed largely with funds from Industrial Development Revenue Bonds, an 
Urban Development Grant and the City of Sioux City. Terra’s manufacturing facilities are located on 
approximately 80 acres of a 1,922-acre tract that it owns at Port Neal, Iowa. 


Most of Terra’s more than 100 farm service centers are owned by Terra. Buildings at the remaining 
locations are occupied pursuant to leases having varying durations up to 1995. Wholesale operations are 
conducted from Terra’s principal executive office and two regional offices. 


ONC and Bison own their respective production facilities. The ONC plant is subject to a mortgage 
whose principal amount outstanding at December 31, 1983 was approximately $44 million (of which 
approximately $15 million is guaranteed directly by Terra). In addition, Terra leases storage space for its 
liquid and dry fertilizers at 18 locations in eight midwestern and southwestern states with an average 
remaining lease life of 16 months from December 31, 1983. 


Capital Expenditures 


Terra’s capital expenditures for 1983 were $8.3 million of which $4.3 million related to a new office 
complex and Terra plans to spend approximately $10.6 million in 1984 (of which approximately $4.0 million 
had been expended by June 30, 1984) principally for equipment replacements, energy conservation and a 
dry flowable agricultural chemicals formulation plant. The capital expenditures for Terra during 1982, 1981, 
1980 and 1979 were $13.1 million, $6.4 million, $6.2 million and $3.0 million, respectively. 


Environmental Protection Regulation 


The Environmental Protection Agency has published guidelines for effluent limitations on the waste 
water discharged by urea plants. Terra has been issued a permit, which expires October 31, 1984, that 
specifies the allowable effluent quality for the Port Neal plant by the Iowa Department of Environmental - 
Quality under the National Pollutant Discharge Elimination System (“NPDES”). Inspiration Resources 
believes that Terra has been and continues to be in compliance with the NPDES permit. Terra has installed 
emission control systems at Port Neal to bring urea and ammonium nitrate particulate emissions into 
conformity with the requirements of the Clean Air Act. These systems have been tested and certified to meet 
the regulatory requirements. Bison is also subject to the provisions of the Clean Air Act, and its plant systems 
have been certified to meet the regulatory requirements. Water discharge is contained within the Bison plant 
and an appropriate permit has been obtained to operate evaporation ponds. At the ONC plant, effluent 
water is discharged into the North Canadian River under an NPDES permit which is due to expire March 22, 
1986. 


Employees 


Terra had approximately 890 employees at December 31, 1983, none of whom is covered by a collective 
bargaining agreement. 


Metals 


Inspiration Resources’ metals business consists of base metals and precious metals operations, which are 
conducted in the United States and Canada. 
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Base Metals — United States 


Inspiration Resources base metals business is conducted in the United States primarily through 
Inspiration Minerals. Inspiration Minerals is a fully-integrated copper producer with operations 
predominantly located in Arizona. Its operations include several open pit mines, an extensive two-stage dump 
leaching operation, two copper concentrators, a smelter, a sulphuric acid plant, a solvent extraction plant, an 
electrowinning and electrorefining tankhouse and a continuous cast rod fabrication plant. Inspiration 
Minerals also smelts copper-bearing materials and, to a lesser extent, provides refining and rod fabrication 
services for other copper producers under toll contracts or by purchase of concentrates. Zinc concentrates are 
produced from ore mined from the Beaver Creek mine near Knoxville, Tennessee. 


Mineral Properties and Ore Reserves 


Inspiration Minerals’ copper properties include the Joe Bush/Thornton and the Live Oak/Red Hill open 
pit mines at Miami, Arizona (collectively referred to as the “Inspiration mines’), the Upper and Lower Ox 
Hide open pits, which are located three miles west of Miami, and the Christmas open pit and underground 
mines which are located approximately thirty-five miles south of Miami. Inspiration Minerals’ land is held as 
a mixture of freehold property, fee lands and patented and unpatented claims. 


The following table sets forth an estimate prepared by Inspiration Minerals’ geologists of its proven and 
probable copper ore reserves at December 31, 1983: 


GRADE 
Ore 
(Thousands of _Copper_ 
tons) (%) 
Active mines: 
Inspiration mines: 
Proven. reserves(i ant. smniiogiie: stat dsrtedeit> -ait 177,802 0.52 
Probable reserves (2) 9: 7.20), balorges awas. 11,893 0.52 
Inactive mines: (3) 
Christmas open pit mine: (4) 
PEOVENGECSET VCS (C19) wal pecan eis ies, Set at la a 7,067 0.63 
Christmas underground mine: (4) 
Proyen ireserves( 1) fis. a isetish webs aé ot co. cal: 12,862 1.78 
Probable’reserves( 2) eis, Sf P72 2UE. ens 7,269 1.94 
Ox Hide mine: (4) 
Provenireserves (1!) ene Ae A ta ARR thas, tet 2 28,573 0.30 


(1) Estimates of ore reserves are limited to proven tonnages with the exception of the Inspiration mines 
and the Christmas underground mine. Reserves are classed as “‘proven’”’ where the computed tonnages and 
grades of material occur within the pit design and are drilled on a 200-foot grid. 


(2) Reserves are classed as “probable” where the computed tonnages and grades of material occur 
within the pit design and are drilled on a 200- to 400-foot grid. 


(3) At December 31, 1983, Inspiration Minerals estimated proven reserves of 79,362,000 tons of 0.36 % 
copper at the undeveloped Sanchez mine, near Safford, Arizona, which are not included in the table because 
the option under which the right to develop this property was held was terminated on April 30, 1984. 


(4) Operation of the Christmas underground mine has been suspended since 1966, and mining 
operations at the Ox Hide pit mines near Miami, Arizona have been suspended since 1977. The open pit 
operation at the Christmas mine has been shut down since 1982. 
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Current reserves will last for slightly more than 12 years at current production levels. Inspiration 
Resources believes that additional reserves can be added through exploration and development expenditures. 


In July 1983, Inspiration Minerals purchased from Gulf + Western Industries Inc. (“Gulf + Western” ) 
its Jefferson City, Idol and Beaver Creek zinc properties, located near Knoxville, Tennessee. These Tennessee 
zinc properties include 2,875 acres of fee land, 15,151 acres of mineral rights, three mine shafts with 
equipment and accessories, a 2,000 ton-per-day mill, a 1,000 ton-per-day mill, a 2,000 ton-per-day heavy 
media plant and mine equipment for a 2,000 ton-per-day underground operation. At the time of the 
acquisition of these zinc properties Gulf + Western estimated that the properties contained approximately 30 
million tons of mineral deposits averaging 2.8% zinc. Inspiration Resources has not made an independent 
estimate with respect to these properties. The Beaver Creek property commenced operation in January 
1984. At December 31, 1983, the ore reserves at the Beaver Creek mine were estimated by Gulf + Western 
to include 509,000 tons of proven reserves at 2.7% zinc and 1.6 million tons of probable reserves at 2.9% 
zinc. The Jefferson City mine is not operating at present; development of the Idol mine is under study and 
dewatering procedures have been commenced. 


In July 1984, Inspiration Minerals acquired the Bluebird property from Ranchers Exploration and 
Development Corporation. The Bluebird property, which is adjacent to Inspiration Minerals’ property at 
Miami, Arizona, is estimated to contain approximately 30-50 million tons of leach ore grading 0.4% total 
copper. Ownership of Bluebird is expected to reduce mine haulage distances and increase ore reserves. In 
addition, because of the common boundary between the properties, approximately 40 million tons of 
currently unavailable Inspiration Minerals reserves will become accessible. Initially, Inspiration Minerals will 
use the Bluebird property to place leach material from its other mines. Inspiration Minerals has no plans at 
this time to use the Bluebird solvent extraction or electrowinning plants, which are shut down. 


Economic Feasibility of Mining Operations 


Generally, a metals (or coal) mining property is deemed to be economically feasible if the net present 
value of after-tax cash flows, at some “hurdle” discount rate reflecting the firm’s cost of capital, is positive. 
Such present values take into account the entire expected life of the ore reserve, and are based upon 
management's best estimates of many factors, including, but not limited to, ore reserve grades and 
mineralogy, recovery factors, mining and metallurgical processing costs, capital expenditures, selling prices 
and by-product credits. Costs include direct and indirect costs, materials and supplies, and overhead. 


The aggregate carrying value on the books of Inspiration Minerals of currently idle properties is not 
material. Management estimates that, given the present status of other pertinent variables, copper prices 
would need to exceed current levels by 75% to 100% in order to bring these properties into production. The 
aggregate carrying value of Inspiration Minerals’ currently operating base metals mining properties, 
including related plant and equipment, at June 30, 1984 was approximately $135 million, of which $126 
million is represented by the Inspiration mines. 


Faced with continued depressed market prices, Inspiration Minerals undertook a concerted effort to 
reduce costs (including capital expenditures). As a result, it has reduced its production unit costs by 
approximately 30% from January 1981 to June 1984. These actions have increased plant efficiencies and 
reliability, reduced personnel, implemented major process improvements, and increased metal recovery and 
the volume of copper mined. Inspiration Minerals believes that its competitive position with respect to other 
United States copper producers has been enhanced by such cost reduction. Inspiration Minerals’ competitive 
position remains, however, subject to the availability of adequate supplies of concentrates. The extended 
period over which copper has been at historically very low real prices has set the stage for possible future 
price increases, assuming that demand from key user sectors increases and is not satisfied by imported copper. 
Key sectors include consumer durables, automobiles and housing. Based on 1983 production levels, a one 
cent per pound change in the average annual copper price would have had an impact upon Inspiration 
Minerals’ cash flow of $1.4 million. In order to assess the economic feasibility of continuing in production, 
production costs on a unit-of-production basis are scrutinized. With respect to Inspiration Minerals’ ongoing 
operations, total unit production costs of copper produced are currently in the range of 70 to 80 cents per 
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pound, excluding financing charges. Inspiration Minerals believes that it is currently among the lower cost 
domestic copper producers. 


Production 


The following table sets forth combined production of copper ore from the Inspiration mines and the 
Christmas mine for the periods indicated: 


Six Months 
Ended June 30 Year Ended December 31 
1984(1) 1983(1) :1983(1) -:1982(1) «1981 +~=—S:1980 «1979 
Ore mined (thousands of tons)...... 7,579 7,879 14,724 15,455 LpfoS alta 9; oni O025 
Waste removed (thousands of tons) 13,080 11,780 23,718 21,872 239295 b6jOUSe 22:97) 
Copper grade (%) of ore mined .... 0.531 0.535 0.525 0.534 0.503 0.562 0.781 


(1) Operation of the Christmas underground mine has been suspended since 1966, and mining 
operations at the Ox Hide open pit mines near Miami, Arizona have been suspended since 1977. The open 
pit operation at the Christmas mine has been shut down since 1982. 


The Beaver Creek mine in Tennessee, which Inspiration Minerals began to operate in January 1984, 
produced 11,576,000 pounds of zinc in the first six months of 1984 from 213,000 tons of ore averaging 2.6 % 
zinc. Waste removed was 26,000 tons. 


Inspiration Minerals has fully-integrated facilities located on the Inspiration mines property for the 
treatment of both copper oxide and copper sulphide ores. As a result of a mining plan developed to optimize 
the recovery of copper from both of these types of ore, Inspiration Minerals is currently focusing its mining 
activities in the Joe Bush/Thornton open pit mines. The mining plan anticipates a return late in 1984 to the 
nearby Live Oak/Bluebird area. Activity in the Live Oak/Red Hill area was suspended in 1982. 


All oxide ore processed by Inspiration Minerals comes from its own mines and is treated by a 
combination of leaching and electrowinning. Most of the sulphide ore from Inspiration Minerals’ mines is 
treated by conventional concentration, smelting and electrorefining methods. Lower grade oxide ore is 
treated by building large ““dumps’’ of ore and by trickling a dilute sulphuric acid solution through the dumps, 
thereby dissolving the copper. In 1980, Inspiration Minerals implemented a patented “‘ferric cure” leaching 
process for higher grade oxide ore and certain sulphide ores that involves leaching these ores with a higher 
strength acid solution. The resulting solution from this process has a substantially higher copper content than 
that obtained from conventional dump leaching. Although the recovery rate is lower, the overall cost per 
pound of copper produced by the leaching methods is generally significantly less than for sulphide ores using 
conventional milling, smelting and electrorefining methods. The combined capacity of electrorefined and 
electrowon cathodes at the tankhouse is 165,000,000 Ibs. of copper annually. 


Historically, Inspiration Minerals has smelted concentrates for others in addition to smelting its own 
concentrates. Pursuant to a toll smelting contract with Cities Service Company (“Cities”) that covered all 
the copper concentrates produced at the Pinto Valley Mill owned by Cities, the Pinto Valley property 
provided about 63% of Inspiration Minerals’ smelter feed in 1981 and 1982. The contract required Pinto 
Valley to cover a share of the fixed costs of operating the smelter. The Pinto Valley operations were shut 
down from June 1982 to May 1984, however, and it has been necessary for Inspiration Minerals to 
supplement its production with feed from its own stockpile and concentrates from third parties. The Pinto 
Valley contract, scheduled to expire in August 1984, was terminated in January 1984. In connection with 
termination, Inspiration Minerals received a negotiated payment from Pinto Valley of $6.4 million, 
approximating the payments that would have been made by Pinto Valley to Inspiration Minerals through 
August 1984. In 1983, Inspiration Minerals signed a five-year agreement for the purchase of concentrates and 
has recently signed a two-year tolling agreement, both at competitive market terms less favorable than those 
of the Pinto Valley contract. 


61 


Inspiration Minerals is currently operating its smelter at reduced capacity, using two of its five 
converters. Although Inspiration Minerals has obtained additional purchased and toll concentrates, it will 
have to obtain further concentrates from third parties in order to continue to operate the smelter even at 
reduced capacity through the end of 1984. To achieve optimum smelter operation, Inspiration Minerals is 
exploring other options, such as long-term tolling agreements (which would be at competitive market terms) 
or joint venture arrangements with other parties. 


The copper from the electrorefining process, which produces refined copper, is either sold or fabricated 
into continuous cast coiled rod in the Inspiration Minerals rod plant. 


Sulphur dioxide gas is produced as a by-product from smelting the copper concentrates and is used to 
produce sulphuric acid. Currently, the sulphuric acid produced is used by Inspiration Minerals in its leaching 
process and the excess, if any, is sold on the open market. 


The following table sets forth Inspiration Minerals’ copper production for the periods indicated: 
Six Months Ended 
June 30 Year Ended December 31 
1984 1983 1983 (2) 1982 (2) 1981 1980 1979 
(In thousands) 


Concentrator/Leaching Operations 
Copper produced: 


Inspiration mill (Ibs)(1)........ 39,157 31,296 59,738 53,165 57,085 39,515 43,744 
Christmas mill (Ibs)(1) ........ ee ee a — 17,806 13,153 12,336 
Leaching :(lbs).0 eke ae 38,228 36,782 78,988 73,991 54,513 37,143 42,964 
Total. (lbs\sieeaattwatractt<ak 77,385 68,078 138,726> 127,156 129,404 89,811 99,044 
Smelter and Acid Plant 

Inspiration Minerals concentrates 
treated (tons) 92.4 f2yoe 47 12 104 TF 139 104 111 

Toll and purchased concentrates 
treatede(tons jaek et eb scee 129 95 96 158 237 170 292 
Total treated (tons)........ 176 167 200 235 376 274 403 

Total smelter copper produced 
tens isan ata tA ata 59 57 76 87 111 82 132 
Sulphuric acid produced (tons) 131 121 144 181 285 176 233 
Refinery copper cathodes (Ibs) ...... 84,364 82,292 162,245 152,376 144,017 81,623 92,166 
Rod Plant copper rod (Ibs) ........ 101,981 103,802 182,606 172,487 146,507 76,766 104,600 


Black Pine copper produced (lbs) (3) 1,098 946 1,819 1,082 — 512 1272 


(1) The amount of copper produced from Inspiration and Christmas concentrates is shown before the 
smelter recovery loss of approximately 3.5% of the copper contained in concentrates. 


(2) The smelter was shut down for five months of 1983 and 1982. 


(3) The Black Pine mine, which is principally a silver mine, produces minor amounts of copper. See 
BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Precious Metals. 


Operating capacity of the smelter is currently about 380,000 tons of concentrates per year. For the first 
six months of 1984, the amount of concentrates treated in the smelter was 176,000 tons, of which 73% was 
toll and purchased material. In 1983, the amount of concentrates treated in the smelter decreased to 200,000 
tons from 235,000 tons in 1982, of which 48% was toll and purchased material in 1983, as opposed to 67% in 
1982. This reduction resulted from the shutdown of the Pinto Valley operations, and smelter shutdowns at 
Inspiration Minerals for maintenance in July and for lack of concentrates in August, September, November 
and December. 


The electric furnace at Inspiration Minerals’ smelter is believed to be the largest of its type in the world 
used for copper smelting. Power for this furnace is purchased at favorable rates for interruptible power 
pursuant to a long-term supply contract with the Salt River Project Agricultural Improvement and Power 
District (“SRP”) that continues until the end of 1989 and from year to year thereafter unless terminated by 
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either party. Inspiration Minerals anticipates that in 1989 Inspiration Minerals will be required to renegotiate 
the contract at or closer to then-prevailing market rates. 


Some of Inspiration Minerals’ mines have in their ores a small molybdenum content, which can be 
recovered in a separate molybdenum circuit in the concentrator when economical. The molybdenum circuit 
was operated during the months of February through June and in September and October of 1983 and in 
January and February of 1984. 


In January 1984, Inspiration Minerals joined other major domestic copper producers in petitioning the 
U.S. International Trade Commission (“ITC’’) for temporary import quotas on copper on the grounds that 
increased imports have caused injury to the domestic copper industry. In June 1984, the ITC decided by 
unanimous vote that imports had caused such injury and in July 1984 it formally recommended to the 
President the imposition either of a 425,000 ton annual quota or a five cents per pound increase in duty on 
imports of refined and blister copper for a period of five years. The petition of the copper producers was 
rejected by the President on September 6, 1984, and the recommended protections were denied. It is 
expected that imports will continue at elevated levels at least through the end of 1984. 


Capital Expenditures 


Over the five-year period ending December 31, 1983, Inspiration Minerals made substantial investments 
in production and operating facilities which have significantly reduced its unit cost of copper production. In 
1979, a new solvent extraction plant was built by Inspiration Minerals, at a capital cost of $14 million, to treat 
low grade leach solution to produce approximately 45,000 pounds of copper per day. A new “ferric cure” 
process developed at Inspiration Minerals was implemented in 1980 at a cost of $13 million to treat higher 
grade oxide and certain sulphide ores by dump leaching. This increased the daily throughput of the solvent 
extraction plant to over 200,000 pounds of copper. The installation of a modernized cleaner circuit and a 
filter plant at the concentrator facilities during 1980 and 1982, respectively, at a combined cost of $8 million 
has increased overall performance and copper recovery. 


At the smelter, a prototype converter designed by Inspiration Minerals was installed in 1981 at a cost of 
$8 million and is successful at eliminating converter fugitive emissions. The installation of a pre- 
dryer/concentrator in 1980 at a cost of $3 million solved low acid strength problems, while modification to 
the pollution control facilities over the five-year period at a cost of $10 million has given Inspiration Minerals 
one of the best rates of sulphur capture in Arizona. In addition, the installation of modern computerized 
instrumentation in 1981 at a cost of $3 million has greatly aided operating controls. Rehabilitation of the 
refinery operations over the five-year period, at a cost of $3 million, has improved operating efficiency. A 
new quality control laboratory costing $0.6 million was installed in 1982 for rod quality optimization. 


During 1983, Inspiration Minerals made capital expenditures for base metals of $18.8 million, which 
included $8.1 million for mine development, $6.1 million for the acquisition of zinc properties in Tennessee 
and miscellaneous equipment replacement. The 1984 capital expenditure program of $14.2 million (of 
which $7.4 million was expended by June 30, 1984) currently contemplates outlays of $3.3 million for rod 
plant modernization, approximately $2 million for electrification of the blowers at the smelter, and $1.8 
million for property acquisition. Over the five-year period ending December 31, 1983, Inspiration Minerals 
has made total capital expenditures for base metals of $122.7 million. In 1982, 1981, 1980 and 1979, the 
amounts expended were $8.6 million, $30.6 million, $42.5 million and $22.2 million, respectively. 


Undeveloped Mines and Exploration 


Inspiration Minerals’ exploration and development activities are conducted through Inspiration Mines 
and through Inspiration Development Company, which is a wholly-owned subsidiary of Inspiration Copper. 


Underground development work at the Beaver Creek zinc mine started in July 1983, and the mine 
returned to production in January 1984. Work has begun at the Idol zinc mine with the dewatering of the 
mine shaft. 
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Environmental Protection Regulation 


In response to federal and State of Arizona air quality standards, Inspiration Minerals has expended 
approximately $101 million over the 12 years ended December 31, 1983 (of which $1 million was expended. 
during 1983) for the construction of a new smelter and acid plant and related pollution control facilities, as it 
was considered not economically feasible to bring the previously existing smelter into compliance. In 
addition to these capital costs and the interest payments on debt, the cost of operating the new pollution- 
controlled smelter is considerably higher than that experienced with the old facilities. Inspiration Minerals 
believes that its current level of smelting costs is high in comparison to, and that it is in an adverse 
competitive position with respect to, a number of other Arizona smelters that have not met similar pollution 
control standards and that are operating under waivers, expiring at various dates through 1987, of 
compliance with such standards. Except to the extent that these waivers are extended, Inspiration Minerals 
believes other smelters will have to cease operations or expend considerable sums to be in compliance with 
standards expected then to be in effect, thereby improving Inspiration Minerals’ competitive position. 
Inspiration Minerals may make additional capital expenditures related to environmental protection facilities, 
depending upon, among other things, whether a suitable source of additional concentrates can be found (see 
Production under Base Metals — United States) and depending upon the conditions and timing of changes 
to air quality regulations in the future. Inspiration Minerals expects to make capital expenditures of 
approximately $3 million in 1984-1985 for environmental protection facilities relating to the Bluebird 


property. 
Employees 


Inspiration Minerals employed approximately 1,380 persons at June 30, 1984 in connection with its base 
metals operations, approximately 1,020 of whom were covered by collective bargaining agreements. The 
agreements with the copper workers’ unions, which cover approximately 935 employees, are scheduled to 
expire in June of 1986. While contract expirations in the copper industry have generally been associated with 
strikes and Inspiration Resources is unable to predict whether renegotiation of these agreements will result in 
a work stoppage, Inspiration Minerals was able to conclude its 1983 contract renegotiations without a strike. 


Base Metals — Canada 


Inspiration Resources’ primary Canadian base metal activities are carried out by HBMS. HBMS’s base 
metal facilities consist of a mining and metallurgical complex for the extraction of copper, zinc and other 
metals in the Flin Flon/Snow Lake area in Manitoba. This complex includes two concentrators, a copper 
smelter, a zinc refinery and ancillary facilities for processing ore mined from nine underground mines 
operated by HBMS and copper and zinc concentrates purchased from outside sources. 


Mineral Properties and Ore Reserves 


HBMsS’s three operating mines in the Flin Flon area are Flin Flon, Trout Lake (44% ownership) and 
Westarm, all of which are located on or near the border between Saskatchewan and Manitoba. An additional 
six operating mines, Stall Lake, Anderson Lake, Chisel Lake, Spruce Point, Ghost Lake and Rod are located 
in the Snow Lake area in Manitoba. Approximately 15% of HBMS’s reserves in the Flin Flon/Snow Lake 
area are located at non-operating mines. 


The principal metals contained in the HBMS mineral properties are copper, zinc, gold and silver. The 
following table sets forth an estimate of HBMS’s Flin Flon/Snow Lake area diluted recoverable ore reserves 
prepared by HBMS’s geologists as of January 1, 1984: 


Ore Copper Zine Gold Silver 
(Thousands 
of tons) (%) (%) (Troy 0z/ton) (Troy oz/ton) 
Flin Flon/Snow Lake 
BrovanGlls os ait: anges apie dee 14,409(3) 2.61 3.2 0.038 0.56 
Probable (2) + acetinwesuctil Nes & 2,031(3) 1.96 4.3 0.047 0.66 


(1) “Proven” reserves consist of estimated quantities of commercially recoverable reserves that, on the 
basis of geological, geophysical and engineering data, can be demonstrated with a reasonably high degree of 
certainty to be recoverable in the future from known mineral deposits by either primary or improved 
recovery methods. 


(2) “Probable” reserves consist of estimated quantities of commercially recoverable reserves that are 
less well defined than proven reserves and that may be estimated or indicated to exist on the basis of 
geological, geophysical and engineering data. 


(3) Figures include HBMS’s 44% share of Trout Lake reserves. 


Historically, new ore found in mines under development and in new mines has been sufficient to replace 
annual production from the Flin Flon/Snow Lake operations, and reserves have generally provided for eight 
years of mining at normal production levels. Although exploration and development expenditures were 
reduced in 1983, the gain in reserves replaced the year’s production and proven reserves at December 31, 
1983 would provide seven to eight years of mining at current production levels. Inspiration Resources 
believes that reserves can be maintained at historical levels through additional exploration and development 
expenditures in the Flin Flon/Snow Lake area. 


HBMS’s mineral properties located at Flin Flon/Snow Lake are held under Crown production leases 
from the Provinces of Manitoba and Saskatchewan. Approximately 96% of the Flin Flon/Snow Lake metal 
ore reserves are located in Manitoba. Of these, approximately 56% are governed by Crown production leases 
with terms of 21 years, renewable for 21-year terms on such conditions as are prescribed by the Province of 
Manitoba. Of these leases, 513 (74% ) have expired and HBMS, like other mining operations in Manitoba, is 
awaiting their renewal. The remaining 44% of HBMS’s metal ore reserves in Manitoba are held under 
another form of production lease with similar terms. These latter leases have an average remaining term of 
18 years. Although the granting and renewal of Crown production leases are subject to certain minimum 
requirements set by the Province of Manitoba, Inspiration Resources believes that new leases will be granted 
if required, and existing leases renewed in due course with no material change in terms and conditions. 
Payments made with respect to Manitoba Crown production leases in 1983 were $Cdn27,800 and none were 
made during the first six months of 1984. 


All of HBMS’s metal ore reserves in Saskatchewan are governed by Saskatchewan Crown production 
leases with terms of not more than 21 years, renewable on such conditions as are prescribed by that Province. 
At present, these leases are being renewed by the Province for successive terms of ten years with no material 
change in terms and conditions. Payments made with respect to Saskatchewan Crown production leases in 
1983 were $Cdn9,900 and none were made during the first six months of 1984. 


HBMS has a 37.5% equity interest in Tantalum Mining Corporation of Canada Limited (“Tanco’’), 
located in southeastern Manitoba, whose operations were suspended indefinitely on December 31, 1982 due 
to high product inventory and weak market conditions. This resulted in 109 employees being permanently 
laid off. No shipments of tantalum concentrates were made in 1983. At June 30, 1984, Tanco had 
approximately 274,000 pounds of tantalum pentoxide in inventory available for sale. Tanco anticipates very 
weak markets to continue throughout 1984. 


The following table sets forth an estimate of Tanco’s diluted and recoverable ore reserves prepared by 
Tanco’s geologists as at January 1, 1984: 
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Tantalum 


Ore pentoxide 
(Thousands of tons) (%) 
Tanco: 
Ore: 
Proven (1 eteet 25 PRRs 353 0.179 
Probable(2))@ ideretl. gastppein-e 652 0.105 
Stored tailings: (3) 
Rroven( Jing iat ter ae eae 327 0.065 
Probablet?) pitino. tenes 375 0.065 


(1) See footnote (1) to the previous table for definition of “proven’’ reserves. 
(2) See footnote (2) to the previous table for definition of “probable’’ reserves. 


(3) Stored tailings are generally retreated during summer months. 


Tanco was awarded a grant from the Canadian Federal Department of Regional Industrial Expansion to 
assist in the temporary conversion of the tantalum mill into a pilot mill to produce ceramic grade spodumene. 
The spodumene pilot plant has operated satisfactorily from the commencement of its operation in May 1984. 
Test samples are at present being prepared for trial production. 


The aggregate carrying value on the books of HBMS of currently idle properties is not material. 
Management estimates that, given the present status of other pertinent variables, metals prices would need to 
exceed current levels by 75% to 100% in order to bring these properties into production. With respect to 
HBMS’s ongoing operations, total unit copper production costs (calculated after a credit for zinc produced as 
a co-product of copper and a credit for by-product gold and silver, and calculated after giving effect to the 
purchase of concentrates), for the first six months of 1984, were in the range of $Cdn0.90 to $Cdn0.95 per 
pound (approximately $US0.70 and $US0.75, respectively), excluding financing charges. The aggregate 
carrying value of HBMS’s currently operating Flin Flon/Snow Lake base metals mining properties, including 
related plant and equipment, at June 30, 1984 was approximately $Cdn204 million. See also Economic 
Feasibility of Mining Operations under Base Metals — United States. 


Production 
The following table sets forth the ore production tonnage and average grades for HBMS’s mineral 
properties in the Flin Flon/Snow Lake area and for the Whitehorse Copper mine(1) for the periods 


indicated: 
Six Months Ended 


June 30 Year Ended December 31 
Lee a282 pee ee ost 2280 197g 
Flin Flon/Snow Lake 
Tons mined (thousands)(2) .... 917 1,006 1,845 1,798(3) 1,935 1,875 1,882 
Copper grade %3)..5 SQATR) 18 1 2.53 2.21 2.25 2.13 2.01 2.1 2.23 
Mill Copper Recovery (%)...... 92.6 93.4 94.2 92.93 93.5 91.0 84.3 
Zine-grade>((%.) 9d. sea cake COL 2.5 2161 2.6 2.76 2.34 2.61 2.94 
Mill Zinc Recovery (%) ........ 83.4 83.8 86.74 86.59 80.7 79.4 74.8 
Gold .(troy,.0Z/ ton). <p. alas sak ak 0.044 0.041 0.041 0.043 0.034 0.035 0.034 
Silvet "(troy 0z/ton)*, SOR wINE Tf. 0.582 0.460 0.501 0.529 0.486 0.536 0.543 
Whitehorse Copper (4) 
Tons milled (thousands) ........ — — — 599 534 567 609 
Gopper' grade"(%h)"\ ane cae kee — _— — 1.39 1.42 1.58 112 


Mill Copper Recovery (%)...... = — = 84.16 87.9% 87.37 85.66 


(1) The Whitehorse Copper mine in the Yukon, in which HBMS has a two-thirds interest, was 
permanently closed on December 31, 1982, as its economic reserves had been exhausted. The Whitehorse 
Copper mine site abandonment program proceeded as scheduled in 1983, and a significant portion of the 
related assets has been sold. 


(2) Includes HBMS’s 44% share of production from the Trout Lake mine since its opening in 1982. 
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(3) Flin Flon/Snow Lake operations were shut down for eight weeks in the summer of 1982 for 
economic reasons. 


(4) Represents HBMS’s two-thirds share of production. 


The following table separates the ore mined by the Flin Flon/Snow Lake area mines and sets forth the 
average grade of those ores for the periods indicated: 


Six Months Ended June 30, 1984 Year Ended December 31, 1983 

Flin Flon Snow Lake Flin Flon Snow Lake 

Area Mines Area Mines Area Mines Area Mines 
Tons anined, /sL eee: 435,365 481,882 934,925 910,355 
Copper grade (%) ...... 2.00 3.00 1.94 257 
Zinc grade ( % ) died ERE Yo? 2.67 DSM 2.80 


The ores from the Flin Flon/Snow Lake area mines are treated in concentrators located in each of those 
areas. The copper and zinc concentrates produced by HBMS and similar concentrates purchased from others 
are processed to anode copper and slab zinc in the metallurgical complex in Flin Flon which includes a 
copper smelter and zinc refinery. Copper anodes are toll refined in Montreal, Quebec to produce copper 
cathodes, gold and silver. Cadmium metal is a by-product in the zinc refining process. The Flin Flon/Snow 
Lake operations receive all their purchased concentrates and transport virtually all their products by a 
Canadian National Railway spur line. 


The following table sets forth the tonnage of copper and zinc concentrates produced by HBMS and the 
average grades for the periods indicated: 


Six Months Ended 


June 30 Year Ended December 31 
19841983 CSAS CD) SO 
Copper concentrates (tons) ...... 110,494 111,854 185,540 186,839 191,571 198,958 204,597 
Gopper grade, ( iG ae 2. fads Mx 21.45 20.22 20.76 19.77 18.66 18.28 Web 
Zinc concentrates (tons) ........ 41.355. An. 47,185 71,903 80,684 60,046 638,926 69,616 
Zincterade (soa) cet vastsdaes oda heceye 49.90 50.05 50.73 48.81 49.80 49.27 49.49 


In 1983 and the first six months of 1984, 45.7% and 47.6%, respectively, of copper metal and 55.6% and 
61.6%, respectively, of zinc metal production was from purchased concentrates, the major sources being the 
Trout Lake mine, Noranda Mines, Limited Mattabi mine (““Noranda’’) and the two mines of Sherritt 
Gordon Mines Limited (‘Sherritt’) in northern Manitoba. In 1983 and the first six months of 1984, Sherritt’s 
mines supplied 79% and 76%, respectively, of purchased copper concentrates and 29% and 31%, 
respectively, of purchased zinc concentrates. Trout Lake supplied 16% and 21%, respectively, in 1983 
(17% and 16%, respectively, for the first six months of 1984) and Noranda supplied 50% in 1983 (53% in 
the first six months of 1984) of purchased zinc concentrates. HBMS has entered into a four-year renewal of 
its contract, which expired in December 1983, for Sherritt zinc concentrates. The proposed renewal of the 
contract for Sherritt copper concentrates, which expired at the same time, awaits execution by Sherritt. 
Sherritt has announced a depth-development program at its Ruttan mine. Sherritt will keep the mine in 
production after June 15, 1984 and during the development period. Sherritt has announced its intention to 
close the Fox mine when ore reserves are exhausted in 1985. If, after 1985, Sherritt proceeds with its 
development plans relating to the Ruttan mine, and if these plans are successful, Inspiration Resources 
believes the Ruttan mine will be capable of supplying the majority of the concentrates required by HBMS in 
addition to its own production, and any additional copper and zinc concentrates required can be obtained 
elsewhere in Canada, although at higher transportation costs. If Sherritt does not complete the development 
or if Ruttan does not continue to produce after the Fox mine is exhausted in 1985, then HBMS could be short 
of copper concentrates. 


The following table sets forth the metals produced by HBMS for the periods indicated: 
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Six Months Ended 


June 30 Year Ended December 31 
Cc TC) 1980 1979 
(In thousands) 
Refined copper (Ibs) 67,047 74,870 146,986 121,264 148,267 145,013 133,762 
Slab*zine?(Ibs}§s 2:9 8e y 85,294 80,528 163,480 122,865 149,194 153,031 147,361 
Gold (trey ozs); si278% 32 39 75 70 65 74 63 
Silver (troy ozs) ...... 651 685 1,311 1,360 1,267 1,315 1,196 
Cadmium nay eat: eel 161 350 176 184 194 194 
Selenium (lbs) ...... — 50 99 io 84 97 83 


(1) During the summer of 1982, depressed copper, zinc and precious metals prices prompted the 
closing of the Flin Flon/Snow Lake operations for eight weeks. 


HBMS owns the surface rights to the property located at Flin Flon on which the metallurgical complex 
is located. HBMS holds surface rights for the site of the Snow Lake concentrator that do not expire as long as 
HBMS continues mineral production in the Snow Lake area. 


During the past five-year period, HBMS made major investments in operations, upgraded production 
facilities and increased overall productivity. Recently implemented programs have substantially reduced 
unit costs. Inspiration Resources believes the improvements HBMS had made during the past five years have 
favorably positioned HBMS to benefit from an economic upturn. Based on 1988 production levels, a change 
in the average annual realized prices of copper and zinc of one cent U.S. per pound would have affected 
HBMS’s cash flow by approximately $0.8 million and $0.7 million, respectively. 


Other HBMS Operations 


Francana Minerals, a division of HBMS, has two locations in Saskatchewan producing sodium sulphate 
for the detergent and pulp and paper industries. Zochem (zinc oxide production), a division of HBMS, is 
located in Brampton, Ontario and is a consumer of zinc produced at the Flin Flon/Snow Lake operations. 


In September 1983, HBMS purchased from Trend Exploration for $Cdn12.0 million all the common 
stock of a Canadian corporation whose assets consisted of working interests in producing oil and gas 
properties and undeveloped leases primarily located in Alberta, and an interest in an undeveloped coal 
property in British Columbia. These oil and gas properties are now operated by HBMS (See BUSINESS AND 
PROPERTIES OF INSPIRATION RESOURCES — Petroleum). 


Francana Minerals, Zochem and the oil and gas operations described above, each of which realized net 
income for 1983 and the first six months of 1984, do not form a material part of HBMS’s assets or contribute 
materially to HBMS’s revenues or income. 


Capital and Exploration Expenditures 


From 1979 through June 30, 1984, HBMS expended approximately $Cdn258 million, largely to explore 
and develop new mining properties and existing mines, build a new concentrator in Snow Lake, upgrade and 
expand production facilities and maintain production equipment. 


The Trout Lake orebody in Manitoba was developed under a joint venture agreement entered into in 
1981 with mining companies from Sweden and Finland and with Manitoba Mineral Resources Ltd., a 
provincial Crown corporation. HBMS earned a 44% interest in the joint venture by expending approxi- 
mately $Cdn28.7 million to develop the property. Production began at Trout Lake in mid-1982 at 900 tons 
per day of copper-zinc ore and maintained production at 1,940 tons per day (five-day week equivalent) in 
1983. The Spruce Point mine in the Flin Flon/Snow Lake area reached commercial production in 1982. 
The total cost of this project to June 30, 1984 was approximately $Cdn18.4 million with a further $Cdn1.0 
million required for full development. Spruce Point mine produced approximately 170,000 tons of copper- 
zinc ore during 1983 and 93,000 tons during the first half of 1984. The shaft sinking at the Rod mine in the 
Snow Lake area has been completed at an aggregate development cost of $Cdn7.7 million. Lateral 
development commenced in the third quarter of 1983 with production commencing in March 1984. 
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The concentrator at Snow Lake was completed in 1979, adding 3,800 tons per day of milling capacity to 
HBMsS’s operations at a cost of approximately $Cdn85 million. 


In the Flin Flon metallurgical complex, a hot purification circuit was added to the zinc leaching plant in 
1981, a roaster precipitator was installed in 1981 to reduce atmospheric emissions and a zinc casting plant 
was put in service in 1982. The zinc casting plant incorporates new casting and slab handling equipment as 
well as an electric induction furnace for melting zinc cathode sheets which has replaced two existing 
reverbatory-type melting furnaces. These projects and other improvements were made at an aggregate cost 
of approximately $Cdn20 million. 


HBMS'’s total capital expenditures were approximately $Cdn26.7 million in 1983, $Cdn52.2 million in 
1982, $Cdn85.0 million in 1981, $Cdn37.8 million in 1980 and $Cdn37.5 million in 1979. Mine development 
costs of a current nature included in the above capital expenditures are $Cdn7.3 million, $Cdn6.2 million, 
$Cdn11.4 million, $Cdn8.3 million and $Cdn8.1 million for the years 1983 through 1979, respectively. 
Capital expenditures, exclusive of exploration costs, are expected to be approximately $Cdn31 million in 1984 
(of which $Cdn13.4 million had been expended by June 30, 1984), principally covering mine development. 


HBMS also has additional properties in various stages of exploration under option, subject to joint 
venture agreements or wholly-owned. HBMS’s exploration expenditures totaled $Cdn2.9 million in 1983 and 
$Cdn3.6 million in the first half of 1984, net of expenditures recovered from other participants in shared-cost 
programs. The 1984 net exploration budget of HBMS is $Cdn9.6 million. In 1983, approximately 80% of 
exploration expenditures were made in the Flin Flon/Snow Lake area and 20% in other areas of Canada, 
primarily the Yukon (83% and 17%, respectively, for the first six months of 1984), continuing the shift of the 
focus of exploration activities away from broad Canadian exposure towards the current concentration in the 
Flin Flon/Snow Lake area. 


The Tom Valley lead-zinc property near the MacMillan Pass on the Yukon-Northwest Territories 
boundary was discovered in the 1950's. An aggregate of $Cdn16.4 million has been expended in delineating 
and developing this property, of which $Cdn14.8 million has been expended in the past five years. Although 
some underground development work and various engineering studies continued in 1982, economic 
conditions prompted the decision to suspend this project in 1982 and to defer underground drilling and other 
studies pending more favorable economic conditions. HBMS is considering its options with respect to the 
Tom Valley property and has recently initiated a joint feasibility study with Aberford, which owns mineral 
deposits in the adjoining area, regarding future development. Development of the property is unlikely in the 
near future. It is possible that, if development is not pursued, Inspiration Resources may be required to write 
off the $Cdn16.4 million of capitalized costs relating to the project. 


The following table sets forth the proven and probable diluted recoverable reserves tonnages and 
average grades as estimated by HBMS’s geologists in June 1982 for the Tom Valley property: 


Ore Zinc grade Lead grade Silver grade 
(Thousands of 
tons) (%) (%) (Troy oz/ton) 
Tom Valley 
Proven and probable(1)...... 10,800 7.54 6.37 2.15 


(1) Reserves are classed as “‘proven’” where intercepts of acceptable width and grade are at intervals of 
200 feet or less, and as “probable” where intercepts of acceptable width and grade are at intervals of 200 to 
300 feet. 


Environmental Protection Regulation 

HBMS’s operations are subject to government-imposed environmental protection standards. At present, 
Inspiration Resources believes HBMS’s operations are substantially in compliance with the issued orders of 
the Clean Environment Commission of the Province of Manitoba, with the exception of (a) the metallurgical 
plant particulate emissions and the Trout Lake mine water license, which are under review by governmental 
agencies, and (b) the Spruce Point and Chisel Lake mines water licenses, which will be in compliance upon 
the completion of projects presently underway. HBMS’s environmental personnel are active participants in a 
Canadian federal government task force established to assist Environment Canada, an agency of the 
Canadian federal government, in policy formulation and development. 
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Capital expenditures on environmental control projects in the Flin Flon/Snow Lake area were 
approximately $Cdn0.1 million for the first six months of 1984, $Cdn0.1 million in 1983, $Cdn1.6 million in 
1982, $Cdn7.0 million in 1981, $Cdn0.7 million in 1980 and $Cdn0.8 million in 1979. Environmental 
licensing procedures are completed, or are underway, for all operating mines, for the one mine under 
development and for atmospheric emissions from the metallurgical complex. At present, the Flin Flon 
metallurgical complex does not have a sulphur emissions containment system, nor is one required by 
applicable regulations. Inspiration Resources believes that, should future governmental regulations require 
the installation of such a system, the expense of such an installation would be very substantial and would have 
a material adverse effect upon the economic feasibility of the Flin Flon operation. 


Employees 
HBMS had approximately 2,800 regular employees as of June 30, 1984, most of whom were covered by 
collective bargaining agreements. The two collective bargaining agreements with the unions representing 
employees at the Flin Flon/Snow Lake operations, covering approximately 1,800 employees, are scheduled 
to expire on September 30, 1984. HBMS can make no representation as to whether renegotiation of those 
agreements will involve a work stoppage; however, HBMS has not experienced a strike since 1971 and only 
one prior to that, in 1934. 


Precious Metals 


Inspiration Resources has recently emphasized the precious metals business. This activity has been 
carried on in both the United States and Canada principally under the direction of the management of 
Inspiration Minerals utilizing the operating and technical expertise in the existing base metals businesses. 


Through a wholly-owned subsidiary of Inspiration Copper, Black Pine Mining Company (“Black 
Pine’), Inspiration Resources owns and operates an underground silver mine (the “Black Pine mine’ ) near 
Philipsburg, Montana. The mine, which is held as freehold property, is estimated by Inspiration Minerals’ 
geologists to have proven reserves of 1,899,000 tons of ore, containing 0.33% copper and 4.96 troy ounces of 
silver per ton. Most of the ore is concentrated and the concentrate is shipped to a smelter in East Helena, 
Montana. The remainder of the ore is shipped as a flux directly to smelters in East Helena, Montana and 
Trail, British Columbia. 


The following table sets forth production of silver ore from the Black Pine mine for the periods 
indicated: 


Six Months 
Ended 
June 30 Year Ended December 31 
19841983 1983=~=«SZ_==SC1NGL=S«1980—~—«17O 
Ore mined (000’s of tons) ................ 149 120 228 202 27 76 74 
Waste removed (000’s of tons) ............ 17 18 32 33 23 25 38 
Silver grade (oz/ton) of ore mined ........ 5.19 5.21 5.05 6.29 6.24 5.96 6.84 


In Arizona, the Reymert mine near Superior was acquired in 1982 and surface drilling at this location 
has proven 1.0 million tons of silver-bearing silica ore averaging 4.0 oz. silver per ton. This ore is currently 
being mined from a surface mine at a rate of approximately 150 tons per day and shipped to the Inspiration 
Minerals smelter for use as a flux. The silver contained in the flux is recovered through the smelting process. 


In the United States, a considerable number of properties have been and are being evaluated. A limited 
partnership agreement was signed in 1983 on the Sanger property, a silver prospect in western Nevada, 
where development is proceeding on schedule. In June 1984, Inspiration Minerals acquired contract rights to 
earn a 55% operating interest in the Big Horn property in southern California. Exploration by surface drill 
holes is presently underway at Big Horn and the results obtained from analyses of the cores from diamond 
drilling completed to date are encouraging. Preliminary indications show a tabular lode dipping at 20 
degrees to the northwest with a width of 20 to 40 feet. The property was worked intermittently from 1891 
through 1936, but no mining has taken place since then. From 1936 through 1938 a major mining company 
collected approximately 1,000 samples from the abandoned workings and reported an average grade of 0.143 
oz. gold per ton. The recent drilling results obtained by Inspiration Minerals have served to confirm the 
continuity of the mineralization at an average grade of approximately 0.2 oz. gold per ton. No reserves have 
been calculated to date. Further work both from surface and underground is in progress on this property. A 
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joint venture agreement has been negotiated and is in the process of being executed on the Austin Gold 
Venture in Austin, Nevada, where development drilling has commenced. 


In Canada, a subsidiary of HBMS recently entered into a joint venture agreement with Minorco Canada 
Limited (“Mincan” ), an affiliate of Minorco, under which the parties will participate in the exploration for 
and development of precious metals (predominantly gold) properties in Canada, excluding Northern 
Manitoba and Saskatchewan. HBMS’s subsidiary, which manages the joint venture’s operations, has a 60% 
interest and Mincan has a 40% interest. A number of properties have been acquired and, based on 
exploration on two of these, in the Yukon territory and in British Columbia, respectively, further work is 
contemplated. Other projects being actively pursued under the joint venture are located in Ontario and 


Quebec. 
Capital Expenditures 


During 1983, Inspiration Resources made capital expenditures for precious metals exploration of $2.1 
million, which included $0.9 million expended at the Black Pine mine. The 1984 capital expenditure 
program of $10.4 million (of which $0.4 million was expended by June 30, 1984) currently contemplates 
outlays of $10.0 million for United States exploration. In addition, $Cdn3.0 million is projected for Canadian 
exploration. 


Employees 


On June 30, 1984, approximately 95 persons were employed in the precious metals operations, none of 
whom were covered by collective bargaining agreements. 


Metals — U.S. and Canadian Marketing 


As a producer of copper, zinc, gold, silver and various other metals, Inspiration Resources competes with 
other major producers in North America and throughout the world. The metals industry is characterized by 
cyclical and volatile commodity prices, little product differentiation and strong competition. The market for 
the principal product of HBMS and Inspiration Minerals — refined copper in cathode and rod form — is 
composed primarily of wire and cable manufacturers, other copper and brass fabricating companies and 
certain manufacturing companies in the electrical and other fields. Materials with which copper products 
compete include aluminum, plastics and glass. Zinc is used primarily for the galvanizing of steel and 
diecasting of automotive and other parts. Materials with which zinc competes include plastics and 
aluminum. 


Inspiration Minerals markets metals through Inspiration Resources’ affiliate, Inspiration Resources 
Marketing Corporation (“IRMC” ) and HBMS markets its copper, gold and silver through IRMC and its zinc 
through its marketing division. IRMC’s and HBMS’s marketing divisions are also responsible for the 
acquisition of concentrates required in excess of domestic mine production at HBMS and Inspiration 
Minerals. Copper is sold in North America on the basis of HBMS’s and Inspiration Minerals’ listed prices. 
These listed prices bear an indirect relationship to the Comex price for copper, usually averaging a few cents 
per pound higher than the Comex price. Copper is sold in overseas markets on the basis of the LME price 
plus a small premium. Zinc produced by HBMS is sold in North America on the basis of HBMS’s listed price 
in the particular market area. Inspiration Minerals’ zinc production is generally sold on the basis of either the 
Metals Week U.S. High Grade Price or the European Producer Price for zinc. Gold and silver are sold in 
North America on the basis of Comex, Handy and Harman or LME prices. 


The following table sets forth gross revenues of Inspiration Resources’ metals business for its major 


products for the periods indicated: 
Six Months Ended 


June 30 Year Ended December 31 
19841983 1983 1982 1981 1980 1979 
($U.S. in millions) 

Copper (1) 

Canada(2) (3) os. al $45.8 $56.7 $106.9 $103.1 $112.4 $134.5 $127.4 

United States ........ 70.8 lle 142.2 108.0 124.7 137.6 86.6 
Zinc(1) 

Canada (2) (3) Mares 40.1 2877 71.0 5110 75.2 51.4 65.1 

United States Voce.” pA —— — a — — — 


G1 


Six Months Ended 


June 30 Year Ended December 31 
19841983 1983 1982 19811980 1979 
Py: ($U.S. in millions) 
Gold(1) 
Ganada(? (3) ogc Mabey 19.3 33.8 24.0 32.0 Ali, 18.8 
United States(4) .... 0.5 0.7 3.3 2.0 2.3 WES: 2.9 
Silver (1) 
Canadai(2}(SPere, OA 5.8 9.1 16.1 10.4 13.7 Det 13.2 
United States(4) .... Led 9.3 Daal 14.7 15.6 LUG. 22.0 


(1) Gross revenue before marketing, transportation and (in the case of Inspiration Minerals) mining 
severance taxes. 


(2) Includes metal purchased in concentrate form or derived from purchased concentrates. 


(3) Canadian dollars translated to U.S. dollars based upon average exchange rate applicable during the 
year. 


(4) Gold and silver recovery from the Inspiration Minerals operations (other than the silver produced 
by the Black Pine mine) is in the form of relatively minor refinery by-products from treating Inspiration 
Minerals’ and toll and purchased concentrates. 


The metals products are sold primarily in the United States and Canada and to a lesser extent in overseas 
markets. Since Inspiration Resources, through its subsidiaries, has production facilities in the United States 
and Canada, the marketing divisions have significant flexibility in the sale and delivery of Inspiration 
Resources’ own base metal products, the negotiation of contracts for raw materials and the exchange of raw 
materials and base metal products with other producers. 


Coal 


Inspiration Resources’ coal business is conducted through Inspiration Coal, which provides management 
and financial services to its wholly-owned operating subsidiaries. 


Operations and Mineral Properties 


Inspiration Coal, which was formed in 1980, has four major operations: Bailey Mining Company 
Incorporated, Wheelwright Mining Inc. and Sovereign Coal Corp./Maijestic Collieries Company, which are 
located in southeastern Kentucky, and Harman Mining Corporation, which is located in western Virginia. 


The Bailey operations, which were acquired in January 1981 for approximately $8.6 million, consist of 
approximately 3,900 acres of leased mineral rights, a jig preparation plant with a capacity of 375,000 clean 
tons per year and related assets. Wheelwright, which adjoins the Bailey operations and was purchased in 
February 1982 for $26 million, consists of approximately 28,400 acres of owned mineral rights and 4,100 
acres of leased mineral rights, a jig preparation plant with a capacity of 900,000 clean tons per year and a raw 
coal loading facility with a capacity of 222,000 tons per year. The Sovereign operations consist of 
approximately 5,600 acres of owned mineral rights and 9,500 acres of leased mineral rights and a jig 
preparation plant with a capacity of 390,000 clean tons per year and the Majestic Collieries raw coal loading 
facility with a capacity of 477,000 tons per year. The Harman operations consist of approximately 6,600 
acres of owned mineral rights, 13,000 acres of leased mineral rights, a heavy media preparation plant with a 
capacity of 871,000 clean tons per year and the Clintwood raw coal loading facility with a capacity of 
220,000 tons per year. Sovereign and Harman were purchased in July 1981 for $151.6 million, including 
redundant working capital of $59.6 million, resulting in Sovereign and Harman being acquired for $92 
million. 


Bailey and Wheelwright produce a low-sulphur, low-ash, premium steam coal. In addition, Wheelright 
has the capability of shipping raw quality coal. Sovereign produces low-sulphur, high-fluidity, premium 
coking coal and some high-quality steam coal. Harman also produces a high-fluidity coking coal. Majestic 
Collieries and Clintwood also produce raw thermal and coking coals, respectively. 


Coal to be processed is transported from the mines to the preparation plants by truck. The cleaned coal 
is shipped by rail either to domestic consumers or to a tidewater port for transshipment overseas. Raw coal is 
shipped directly to customers by rail. 
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Inspiration Coal’s annual production capacity is currently approximately 3.5 million tons and Inspiration 
Coal is positioned to be a significant supplier of high grade steam and coking coal to the domestic and export 
markets. 


Production for 1983, however, was 33% of capacity due to the depressed market for coal. In March 
1983, Inspiration Coal idled the metallurgical coal operations at Harman as a cost containment measure. 
Also, the Bailey plant has been idle since April 1983. Furthermore, in the first quarter of 1983, Inspiration 
Coal decreased staff and significantly restructured senior management. 


In August 1983, projected improved operating costs prompted a decision to restart production at 
Harman in anticipation of marketing the metallurgical coal at competitive prices. The successful 
implementation of productivity programs and the increase in sales of raw coal reduced processing costs 
during the year, which enabled Inspiration Coal to become more competitive in the market place. 
Consequently, production increased during the year from 24% of capacity in the first quarter to 50% of 
capacity in the fourth quarter. For the first six months of 1984, production was at an average of 57% of 
capacity. 


Coal sales in 1983 were depressed. The demand for energy in all sectors was constrained by the low 
level of manufacturing and general economic activity. Continued economic recovery in the United States in 
1984 could alter the current market situation. This presents the potential for increased sales activity, 
although Inspiration Resources does not anticipate any significant increase in coal prices in 1984. 


The aggregate carrying value on the books of Inspiration Coal of currently idle properties is not 
material. Management estimates that, given the present status of other pertinent variables, adequate sales at 
a price of $35 to $40 per ton would be required in order to reactivate these properties. With respect to the 
ongoing coal operations, in the first six months of 1984 total unit production costs ranged from approximately 
$30 to $37 per ton, excluding financing charges. The carrying values of Inspiration Coal’s currently 
operating properties at June 30, 1984 were approximately $33 million, $38 million and $35 million for 
Wheelwright, Harman and Sovereign, respectively. See also Economic Feasibility of Mining Operations 
under Metals — United States. 


Reserves 


Inspiration Coal has approximately 84 million recoverable clean tons of measured and indicated coal 
reserves, all of which are above drainage. The following table sets forth a summary of reserves by operation 
as prepared by Inspiration Resources’ geologists as of December 31, 1982, updated as of June 30, 1984: 


Recoverable Clean Coal Reserves(1) 


Measured Indicated Total 
(Tons in thousands) 
Baileyoe, 2500#. Aare! b 2,062 4,920 6,982 
Wheelwright.......... 16,142 21,365 37,0907 
Harmanectana! i & S38 17,284 7,409 24,693 
Sovereign |. aodasaen! 4: 13,464 1,505 14,969 
Totale 1/08 aust bogeat 48,952 30,199 84,151 


(1) In 1982, standard parameters for calculating reserves based on U.S. Bureau of Mines criteria were 
used to measure the coal reserves for the four Inspiration Coal operations for the first time. Measured reserves 
are within 1,320 feet, and indicated reserves are between 1,320 and 3,960 feet, of a measure coal section. 
Minimum net coal thickness is 28 inches. 


Sovereign Coal Sales Inc. (“Sovereign Coal Sales’’), a subsidiary of Inspiration Coal, has subleased an 
estimated 2 million tons of coal deposits on the Buckhorn property located in Virginia and an estimated 66.5 
million tons of coal deposits on the Closterman property located in West Virginia to other companies. A 
subsidiary of Inspiration Coal has leased to other companies an estimated 619,000 tons of coal deposits on the 
Wheelwright property. In addition, there is a dispute as to the validity of a purported lease of an estimated 
1.8 million tons of coal deposits belonging to a subsidiary of Inspiration Coal. The foregoing leases and 
subleases are not included in the reserve tabulation above. Inspiration Coal does not expect the payment of 
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any significant royalties in the near future, as these will depend upon lessees placing these properties in 
production. 


Production 


The following table sets forth the tonnage produced from the four main operations of Inspiration Coal 
for the periods indicated: 


Six Months Ended June 30 Year Ended December 31 
1984 1983 1983 1982 1981 1980 1979 
(Tons) (Tons) 
Bailey eS a hieiages 0 57,810 57,810 258,764 306,710 326,083 249,204 
Wheelwright ne, as 319,539 179,358 424,275 425,384 670,933 697,005 720,991 
Marmanwe. -era. 489,966 72,126 287,326 639,517 864,123 1,030,307 1,060,993 
Sovereign ...... 301,187 106,516 379,645 425,986 562,092 826,555 904,663 
Total(1) Cee ae OOO 415,810 1,149,056 1,749,651 2,403,858 2,879,950 2,935,851 


(1) Inspiration Coal’s share of coal produced from these operations since their acquisition was 
approximately 1.2 million tons in 1981; it produced all coal from these operations in 1982. 


The following table outlines the general characteristics of processed coal produced by the four 
operations: 


Coal product specifications, as received Bailey Wheelwright Harman Sovereign 
Steam Steam Coking Steam /Coking 

BLU peta lb d terctiatish eee argh oka be en 12,900 12,960 13,268 13,160 
Sulphittes tpi yc wah cy eee ag ee 0.9% 0.95 % 0.92 % 0.61 % 
ASH otf! foe SMOG adobe, Seah teers Be ie AT Seba hear 8.0% 6.6 % 6.4 % 6.4% 
MOoiSUILe FN eg weet ghee dee en ee eet nee een es 5.5% 7.0% 8.0% 7.0% 
Volatiles 7 ee ee te ee en ae: 36.0 % 36.0% 28.0 % 30.7 % 
Freée:swelling: indexi(.S-1) Pasagsites 22 os Ase os 4-5 4 8+ T+ 
Fluidity (dial divisions per minute) .............. —_ oars 28,000 15,000 


All of the mining operations are conducted using a combination of modern conventional and continuous 
mining methods with modern equipment. 


Marketing 


Sovereign Coal Sales personnel market all coal produced by Inspiration Coal for both the spot and 
contract markets. Coal is sold in three principal markets: domestic utility, domestic industrial and foreign 
coking coal markets (i.e., steel or coke manufacturers located in Japan, Korea, South America and Western 
Europe). Coal destined for the foreign coking coal market is sold directly by Sovereign Coal Sales or to U.S. 
transshippers for export. In 1983, two customers, Derby Coal Co. and Lansing Board of Water and Light 
(“Lansing’’), each purchased more than 10% of the total sales of Inspiration Coal. Such sales involved both 
contract and spot market purchases. In 1984, Inspiration Coal entered into four separate long-term contracts 
with Virginia Electric Power Company (“VEPCO’) and existing contracts with Lansing and Abbott 
Laboratories were renegotiated and extended. Taken as a whole, these long-term contracts, which were 
entered into to reduce Inspiration Coal’s exposure in the spot market, are not currently profitable but 
generate positive cash flow. Inspiration Coal is continuing its efforts to contain its costs in order to improve 
the profitability of these contracts. Inspiration Coal anticipates that in 1984 approximately 40% to 50% of its 
sales will be made pursuant to long-term contracts. 


The following table sets forth information about Inspiration Coal’s current long-term sales contracts: 


Annual 
Customer Tonnage Term 
VEPCO“( 4 contracts) aims Sc ene i Vee ars 660,000 3-7 years 
amin t3204 i Cat ea ae rae ne ee on 200,000 5 years 
AbbottsLaborateries 44 MOAI, 2PYoee a 60,000 5 years 


The following table sets forth the percentage sales of coal produced for domestic and export markets in 
1983 and during the first six months of 1984: 


Six Months Ended June 30, 1984 


Domestic Sales Export Sales Total Sales 
ons ze Pots 2% fons fe 
Sovereign /Harman( Le: SIS, 203,000 25.4 597,000 74.6 800,000 100.0 
Wheelwright /Bailey NEAR TON, 4 327,098 96.4 12,273 3.6 339,371 100.0 
otal ee ae ee 530,098 46.5 609,273 53.5 1,139,371 100.0 


Year Ended December 31, 1983 


Domestic Sales Export Sales Total Sales 
Tons Fo Tons To Tons To 
Sovereign/Harman(2) ........ 227,000 34.2 436,000 65.8 663,000 100.0 
Wheelwright/Bailey .......... 496,000 99.2 4,000 0.8 500,000 100.0 
1 REE ba alia te ep eae 723,000 62.2 440,000 37.8 1,163,000 100.0 


(1) Includes 597,000 for the six months ended June 30, 1984. The balance of the Sovereign/Harman 
sales and all of the Wheelwright/Kite sales was steam coal. 


(2) Includes 402,000 tons of coking coal for the year ended December 31, 1983. The balance of the 
Sovereign/Harman sales and all of the Wheelwright/Bailey sales was steam coal. 


The coal industry is highly price competitive. A major component in any company’s overall competitive 
position is the transportation cost for the delivery of its product to market. Transportation costs typically 
represented 45-55 % of the selling price (F.O.B. mine) of eastern United States coal in 1983; therefore, the 
location of a coal operation with respect to major markets and transportation facilities is important. All of 
Inspiration Coal’s properties have direct access to rail sidings. Inspiration Coal does not believe that it suffers 
any competitive disadvantage in comparison to other domestic producers of premium quality coal, as all such 
coal is produced domestically in the same Appalachian region where Inspiration Coal’s operations are 
located. 


The economic recession substantially reduced the demand for durable consumer goods. In turn, this 
dramatically decreased demand for domestic steel and, to a lesser extent, foreign steel. Domestic demand for 
metallurgical coal decreased from 1981 to 1983, while world demand for United States metallurgical coal 
decreased over the same periods. Demand for steam coal by electric utilities stagnated in 1982 and rose only 
slightly during 1983. The spot market, in which Inspiration Coal sold most of its production during those 
years, was stagnant due to those major consumer sectors being depressed. Despite the decrease in demand for 
its products, coal industry production remained high in 1982 and 1983, resulting in a rapid inventory 
buildup, increased competition and a substantial decline in spot market prices. Through the first six months 
of 1984, the current economic recovery and anticipation of a potential industry strike increased demand for 
all grades of bituminous coal destined for both the domestic and export markets. 


Capital Expenditures 


Capital expenditures in 1983, 1982 and 1981 were approximately $0.7 million, $4.8 million and $1.6 
million, respectively, primarily to maintain production capacity. Planned capital expenditures for 1984 are 
$1.7 million for the same purpose. 


Environmental Protection Regulation 


The operations are subject to government-imposed environmental protection regulations. The cost of 
compliance with the various standards is, to a large extent, absorbed in operational costs. However, some 
major expenditures will require capitalization of costs estimated to be $1.3 million for the period 1984 to 
1986. 
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Employees 


Inspiration Coal’s mining operations are principally conducted by contract miners. In addition, 
Inspiration Coal had approximately 300 employees at June 30, 1984, of which approximately 180 are 
represented by the United Mine Workers of America (“UMWA’’). The National Bituminous Coal Wage 
Agreement of 1981, to which Inspiration Coal’s operations are signatory, expired September 30, 1984. Each 
operating subsidiary of Inspiration Coal has become signatory to an interim agreement and expects to 
become signatory to a successor agreement effective October 1, 1984. The majority of Inspiration Coal’s 
contract miners have not signed the agreement at present. The UMWA has not engaged in an economic 
strike against any Inspiration Coal subsidiary at this time. 


Legal Proceedings 


Various legal proceedings are pending against Inspiration Resources and its subsidiaries. The manage- 
ment of Inspiration Resources considers that the aggregate liability, if any, resulting from these proceedings 
will not be material. See BUSINESS AND PROPERTIES OF MADISON — Legal Proceedings. 


MISCELLANEOUS 


A representative of Price Waterhouse is expected to be present at the Special Meeting. Such 
representative will have the opportunity at the Special Meeting to make a statement if he or she so desires 
and will be available to respond to appropriate stockholder questions. 


Proposals of stockholders intended to be submitted at the 1985 Annual Meeting of Stockholders must be 
received by Inspiration Resources at its principal executive offices on or before December 11, 1984 to be 
eligible for inclusion in Inspiration Resources’ proxy statement and accompanying proxy for such meeting. 


October 18, 1984 
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Responsibilities for Financial Statements 


Report of Independent Accountants 


The accompanying consolidated financial statements of 
Inspiration Resources Corporation and subsidiaries have 
been prepared in conformity with generally accepted 
accounting principles appropriate in the circumstances. 
The integrity and objectivity of data in these financial 
statements and accompanying notes and supplemental 
data, including estimates and judgments related to matters 
not concluded by year-end, are the responsibility of 
management. 


Management devotes ongoing attention to review and 
appraisal of its system of internal control. This system is 
designed to provide reasonable assurance, at appropriate 
cost, that assets are safeguarded and transactions and 
events are properly recorded. The system is augmented 
by careful attention to selection and development of 
qualified financial personnel, programs to further timely 
communication and monitoring of policies, and periodic 
review by internal auditors. The system is also evaluated 
by independent accountants during their examinations of 
the annual financial statements. 


These financial statements have been examined by our 
independent accountants. Their report expresses their 
opinion that the financial statements present fairly our 
financial position and results of operations in conformity 
with generally accepted accounting principles. Their ex- 
aminations are conducted in accordance with generally 
accepted auditing standards and include a review of inter- 
nai controls and sufficient tests to provide them with 
reasonable assurance that the financial statements neither 
are materially misleading nor contain material errors. 


Abr Wun, 


Senior Vice President, 
Administration 


To the Board of Directors and Stockholders of 
Inspiration Resources Corporation: 


In our Opinion, based upon our examinations and the 
reports of other independent accountants referred to 
below, the accompanying consolidated statement of finan- 
Cial position and the related consolidated statements of 
operations and changes in stockholders’ equity and 

of changes in financial position present fairly the con- 
solidated financial position of Inspiration Resources Cor- 
poration and its subsidiaries at December 31, 1983 and 
1982 and the results of their operations and the changes 
in their financial position for each of the three years in the 
period ended December 31, 1983 in conformity with 
generally accepted accounting principles consistently ap- 
plied. Our examinations of these consolidated financial 
statements were made in accordance with generally ac- 
cepted auditing standards and accordingly included such 
tests of the accounting records and such other auditing 
procedures as we considered necessary in the circum- 
stances. We did not examine the financial statements of 
Trend International Limited (TIL) and Trend Exploration 
Limited (TEL) and, in 1982 and 1981, Hudson Bay Mining 
and Smelting Co., Limited (HBMS), consolidated sub- 
sidiaries, which statements reflect total assets constituting 
approximately 20% and 48% of consolidated assets at 
December 31, 1983 and 1982 and total revenues con- 
Stituting 8%, 36% and 36% of consolidated revenues for 
the years ended December 31, 1983, 1982 and 1981, 
respectively. These statements were examined by other in- 
dependent accountants whose reports thereon have been 
furnished to us, and our opinion expressed herein, insofar 
as it relates to the amounts included for TIL, TEL and 
HBMS, is based solely upon the reports of the other in- 
dependent accountants. 


SN ap te chit 


153 East 53rd Street 
New York, New York 


February 28, 1984, 
except as to 

Note 14, which is 
as of March 8, 1984 


Deloitte 
Haskins+Sells 


AUDITORS' REPORT 


Board of Directors, 
Trend International Limited: 


We have examined the consolidated balance sheets of Trend 
International Limited and its subsidiaries as of 

December 31, 1983 and 1982 and the related consolidated 
statements of earnings, shareholders’ equity, and changes 
in financial position for each of the three years in the 
period ended December 31, 1983. Our examinations were 
made in accordance with auditing standards generally 
accepted in the United States of America and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, the accompanying consolidated financial 
statements present fairly the financial position of the 
Company at December 31, 1983 and 1982 and the results of 
its operations and the changes in financial position for 
each of the three years in the period ended December 31, 
1983 in conformity with accounting principles generally 
accepted in the United States of America applied on a 
consistent basis. 


Lec bo Morb Slo 


DELOITTE HASKINS & SELLS 


Hamilton, Bermuda 
February 28, 1984 


F-4 


Deloitte 
Haskins—Sells 


Board of Directors, 
Trend Exploration Limited: 


We have examined the consolidated balance sheet of Trend 
Exploration Limited and subsidiaries as of December 31, 
1983. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, such consolidated balance sheet presents 


feirly the financial position of Trend Exploration Limited 


and subsidiaries at December 31, 1983 in conformity with 
generally accepted accounting principles applied on a 


besis consistent with that of the preceding year. 


DELOITTE HASKINS & SELLS 


OPINION OF INDEPENDENT CHARTERED ACCOUNTANTS 
ON THE 1982 AND 1981 CONSOLIDATED FINANCIAL STATEMENTS OF 


HUDSON BAY MINING AND SMELTING CO., LTD. 


Hudson Bay Mining and Smelting Co., Ltd.: 


We have examined the consolidated statement of financial 
position of Hudson Bay Mining and Smelting Co., Ltd. as at 
December 31, 1982 and the consolidated statements of earnings, 
retained earnings and changes in financial position for each of 
the two years in the period ended December 31, 1982. Our 
examinations were made in accordance with auditing standards 
generally accepted in Canada and, accordingly, included such 
tests and other procedures as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial statements (not 
included separately herein) present fairly the financial 
position of the Company as at December 31, 1982 and the results 
of its operations and the changes in its financial position for 
each of the two years in the period ended December 31, 1982 in 
accordance with accounting principles generally accepted in 
Canada applied, after giving retroactive effect to the adoption 
in 1983 of the accounting policy of capitalizing interest costs 
incurred during construction of certain assets in accordance 
with the recommendation of Statement No. 34 of the U.S. 
Financial Accounting Standards Board (previously such interest 
costs were charged to earnings as incurred), on a consistent 
basis. 


Cote tl Rhshuuy Lect 
DELOITTE HASKINS & SELLS 


Toronto, Canada 
July 6, 1983 
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EL SI I EE NI I I ELI OE LT I LITA DIE EL POLS IIS EL EAS PIE SLID BES SEITE SINGS BE LIE EEE ED IE EIR ETI OS EEE TI 
Inspiration Resources Corporation 


Consolidated Statement of Financial Position 


At December 31 


(in thousands) 1983 1982 
Assets 
Cash and short-term investments $ 74,051 SeecaeOO 
Accounts receivable, less allowance for doubtful accounts 
of $2,267,000 in 1983 and $2,574,000 in 1982 107,585 119,037 
Inventories 130,352 148,197 
__Income taxes recoverable 5,496 7,761 
Total Current Assets 317,484 296,781 
Investments 110,406 97,169 
Property, plant and equipment, net 650,592 664,494 
Other assets 32,649 33,830 
Total Assets $1,111,131 $1,092,274 
Liabilities and Stockholders’ Equity 
Accounts payable $ 83,568 $7" 1037545 
Debt due within one year 55,041 78,484 
Accrued liabilities 40,695 EPS WATE 
Income and other taxes payable 5,039 8,180 
Total Current Liabilities 184,343 233,326 
Long-term debt 350,901 387 ,998 
Deferred income taxes 41,352 51,596 
Other liabilities 16,524 16,592 
Total Liabilities 593,120 689,512 
Stockholders’ Equity 
Capital stock: 
Common Shares, without par value; authorized 43,000,000 
shares; outstanding 11,829,000 and 6,956,000 shares 11,829 6,956 
Class A Shares, without par value; authorized 17,000,000 
shares; outstanding 8,721,000 and 4,644,000 shares; 
convertible into Common Shares on a one-for-one basis 8,721 4644 
Trust Shares $0.0001 par value; authorized 16,500,000 shares; 
outstanding 9,699,000 and 4,354,000 shares 53,945 24,213 
Paid-in surplus — 367,654 218,804 
Valuation allowance _ (19,715) 
Currency translation adjustment (17,765) Cet) 
Retained earnings 93,627 183,031 
Total Stockholders’ Equity 518,011 402,762 
Total Liabilities and Stockholders’ Equity $1,111,131 $1,092,274 


See accompanying notes to the consolidated financial statements. 


Consolidated Statements of Operations and Changes in Stockholders’ Equity 


Inspiration Resources Corporation 


Consolidated Statement of Operations 


Year Ended December 31 


(in thousands, except per share amounts) 1983 1982 1981 
Revenues 
Net sales $762,128 $755,890 $840,002 
Interest and other income 17,846 Pie tiel sf 50:525 
779,974 779,742 890,527 
Costs and Expenses 
Cost of sales 700,172 703,945 743,754 
Depreciation, depletion and amortization 75,436 65,969 63,013 
Exploration expense 2,947 THOnS 11,166 
General and administrative expense 34,808 34,520 29,152 
Interest expense 50,230 49,323 29,319 
863,593 861,432 876,404 
Earnings (loss) before taxes and extraordinary item (83,619) (81,690) 14,123 
Benefit of (provision for) income taxes, mining taxes and royalties 962 9,348 (20 iLO) 
Loss before extraordinary item (82,657) (72,342) (13,052) 
Extraordinary gain on sale of power plant — 44,979 — 
Net Loss $ (82,657) $ (27,363) $ (13,052) 
Loss per share: 
Before extraordinary item $(3.82) $(4.45) $(.80) 
After extraordinary item $(3.82) $(1.68) $(.80) 
See accompanying notes to the consolidated financial statements. 
Consolidated Statement of Changes in Stockholders’ Equity 
Capital Paid-In Valuation Translation Retained 
(in thousands) Stock Surplus Allowance Adjustment Earnings Total 
Balance at December 31, 1980 $35,813 $89,135 $ — $(12,600) $244,577 $356,925 
Net loss (13,052) (13,052) 
Dividends ® (8,944) (8,944) 
Stockholder contribution 101,487 101,487 
Foreign translation adjustment OST TOsh 
Balance at December 31, 1981 30,613 190,622 — (11,563) 222,581 437,453 
Net loss (27,363) (27,363) 
Dividends ® (12,187) (12,187) 
Stockholder contribution 28,182 28,182 
Foreign translation adjustment (3,608) (3,608) 
Valuation allowance adjustment (19,715) (19,715) 
Balance at December 31, 1982 35,813 218,804 (19,715) (TSE 1) 183,031 402,762 
Net loss (82,657) (82,657) 
Stock dividend 1,452 5,263 (6,747) (32) 
HBMS Special Share offering 30,594 38,729 69,323 
Stockholder share purchases 8,204 103,290 111,494 
Exchanges of HMBS Special Shares (1,568) 1,568 ca 
Foreign translation adjustment (2,594) (2,594) 
Valuation allowance adjustment 19,715 19.715 
Balance at December 31, 1983 $74,495 $367,654 $ _ $(17,765) $ 93,627 $518,011 


(a) Cash dividends paid to former subsidiary stockholders who, subsequent to the reorganization, became stockholders of the Corporation. 


See accompanying notes to the consolidated financial statements. 
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Consolidated Statement of Changes in Financial Position 


Inspiration Resources Corporation 


Year Ended December 31 


(in thousands) 1983 1982 1981 
Sources of Cash 
Operations: 
Loss before extraordinary item $(82,657) $(72,342) $(13,052) 
Add (deduct) non-cash items: 
Depreciation, depletion and amortization 75,436 65,969 63,013 
Deferred taxes (10,307) (22,131) 4,356 
Other income and expense items not affecting cash 9,576 7,411 2t19 
Decrease (increase) in Current assets: 
Accounts receivable 11,452 LORSAT (25,463) 
Inventories 17,845 25,079 (35,689) 
Income taxes receivable 2,265 (5,929) (1,832) 
Increase (decrease) in current liabilities: 
Accounts payable (19,977) 5,589 16,245 
Accrued liabilities (2,422) (3, 571%) 2378 
____ Income and other taxes payable (3,141) (4,285) (8,607) 
Cash provided by (used in) operations (1,930) 12,301 4,065 
Proceeds from sale of power plant _ Teac 28,343 
Otner, net 1,689 (15,770) (12,326) 
Total sources (241) 14,273 20,082 
Uses of Cash 
Capital expenditures (71,597) (116,509) (197,814) 
Dividends paid by subsidiaries “ (12,187) (8,944) 
Acquisition of subsidiaries, net of working capital acquired _— (13,454) (106,909) 
__Total uses (71,597) (142,150) (313,667) 
Decrease in cash and short-term investments before financing 
activities (71,838) (127,877) (293,585) 
Financing Activities 
Proceeds from sale of capital stock and warrants 180,817 — — 
Stockholder contributions — 28,182 101,487 
Proceeds from long-term borrowings 191,834 101,844 218,922 
Reduction of long-term debt (228,931) (92,684) (12,923) 
Increase (decrease) in debt due within one year (23,443) 54,962 6,146 
Cash realized from (used for) investments 3,826 18,066 (87,027) 
Net proceeds from financing activities 124,103 113,370 226,605 
Increase (decrease) in cash and short-term investments $ 52,265 $(14,507) $(66, 980) 


(a) Represents dividends paid to former subsidiary stockholders who, subsequent to the reorganization, became stockholders of the Corporation. 


See accompanying notes to the consolidated financial statements. 
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Notes to the Consolidated Financial Statements 


1. Summary of Significant Accounting Policies 


Basis of presentation: 

The consolidated financial statements of Inspiration 
Resources Corporation (the Corporation) are prepared in 
conformity with generally accepted accounting principles 
in the United States and are presented in U.S. dollars. The 
consolidated financial statements include the following 
significant subsidiary companies: Hudson Bay Mining and 
Smelting Co., Limited (HBMS), Inspiration Consolidated 
Copper Company (ICC), Trend International Limited (TIL), 
Trend Exploration Limited (TEL), Terra Chemicals Interna- 
tional, Inc. (Terra) and Inspiration Coal Inc. (ICI). The Cor- 
poration follows the equity method of accounting for its in- 
terests in partnerships and joint ventures, and for 
associated companies in which it owns from 20% to 50% 
of the equity and exercises a significant influence. 

Effective July 6, 1983, the Corporation, HBMS and 
Minerals and Resources Corporation Limited (Minorco) 
completed a reorganization in which the joint interests of 
HBMS and Minorco in the Inspiration Resources group 
and TIL were consolidated into Inspiration Resources Cor- 
poration, a U.S. public company. HBMS and TIL became 
wholly-owned subsidiaries of the Corporation and Minorco 
retained an equity interest in the Corporation of approx- 
imately 60%. Effective December 30, 1983, TEL, which 
had previously been a wholly-owned subsidiary of TIL, 
was transferred to the Corporation in the form of a divi- 
dend and as of that date, TEL became a direct subsidiary 
of the Corporation. The consolidated financial statements 
and notes give effect to this reorganization of companies 
under common control and all adjustments necessary to 
account for the reorganization have been reflected herein. 

Certain prior period amounts have been reclassified to 
conform with current year presentation. In addition, prior 
period per share amounts have been restated to reflect the 
impact of the 2% stock dividend paid December 21, 1983. 


Inventories: 

Metals, agricultural chemicals, coal and all other saleable 
products are valued at the lower of cost or estimated net 
realizable value. Metal by-products are recorded at 
estimated net realizable value. The cost of all agricultural 
chemicals and of certain domestic metals inventories, in- 
cluding all finished goods and metals in process at 
refineries, is determined using the last-in, first-out (LIFO) 
method. All other inventories are reported on the first-in, 
first-out (FIFO) basis. 


Property, plant and equipment: 

Mineral properties — Exploration costs with respect 
to operating mines or mines in the development 
stage and major mine development expenditures 
are capitalized and amortized by the unit-of- 
production method based on estimated proven and 
probable reserves. All other mineral exploration 
and development costs are expensed as incurred. 
During non-operating periods the capitalized costs 
of mineral properties are not amortized. 


Petroleum and natural gas properties — The full cost 
method of accounting is followed whereby all costs 
relating to the exploration for, and development of, petro- 
leum and natural gas properties are capitalized, whether 
productive or non-productive. Cost centers are estab- 
lished on acountry-by-country basis. Proceeds from the 
disposal of properties are recorded as asset reductions 
without recognition of gain or loss. Capitalized costs are 
amortized by the unit-of-production method based on 
estimated proved reserves. 

Plant and equipment—Expenditures for plant and 
equipment additions, major replacements and improve- 
ments are capitalized. Maintenance and repairs are 
charged to operations as incurred. Depreciation of plant 
and equipment is charged to expense on a straight-line 
basis over estimated useful lives or by the unit-of- 
production method based on estimated recoverable 
reserves. 


Foreign currency translation: 

Currency translation adjustments arise from the translation 
of the assets and liabilities of HBMS from Canadian dollars 
to United States dollars in accordance with Statement of 
Financial Accounting Standards No. 52. 


Business segments: 

Business segments information for the years ended 
December 31, 1983, 1982 and 1981 appearing 
elsewhere herein is an integral part of these financial 
statements. 


2. Acquisitions 


During 1981, the Corporation acquired all of the outstand- 
ing common stock of three coal mining operations. 
Sovereign Coal Group, Inc. and its associated company, 
Harman Mining Corporation, were purchased at a total 
cost of $151,602,000 including redundant working capital 
of $59,602,000, and Bailey Mining Company, Inc. was ac- 
quired for $250,000. 

In June 1981, the Corporation purchased the remain- 
ing 45% of the outstanding common stock of Terra for 
$51,147,000 and in May 1982 it also acquired the remain- 
ing minority interest in TIL for $12,577,000. 

The acquisitions have been accounted for using the 
purchase method with the results of operations of each ac- 
quired company consolidated with those of the Corpora- 
tion giving effect to the respective dates of acquisition. 
Current assets and all liabilities are included in the Con- 
solidated Statement of Financial Position at their estimated 
fair values. The excess of the acquisition cost over the 
book value of net assets acquired has been allocated to 
noncurrent assets, principally property, plant and equip- 
ment. 


Assets acquired and liabilities assumed were as 
follows: 


(in thousands) 1982 1981 
Property, plant and equipment (net) $ 15,724 $130,530 
Other assets 1,061 7,546 
16,785 138,076 

Noncurrent liabilities 3,331 25,586 
Minority interest in preferred stock _ 5,581 
13,454 106,909 

Net current assets (liabilities) (877) 96,090 
Se SWAT $202,999 


Had the acquisitions described above occurred on 
January 1, 1981, the pro forma unaudited results of opera- 
tions would have been as follows: 


(in thousands) 1982 1981 
Revenues $779,742 $916,699 
Net loss (26,699) (13,656) 
Loss per share $ (1.64) $ (.84) 


3. Inventories 
Inventories consisted of the following at December 31: 


(in thousands) 1983 1982 
Metals — work in process $ 58,541 $ 59,226 
— finished goods 4,223 2,293 

Agricultural chemicals 
—work in process 3,708 3,788 
—finished goods 48,530 66,800 
Coal — finished goods 1,366 1,998 
Materials and supplies 13,984 14,092 
$130,352 $148,197 


During 1983, 1982 and 1981, liquidation of LIFO inven- 
tory quantities carried at lower costs prevailing in prior 
years had the effect of reducing the Corporation’s net loss 
by approximately $1,562,000, $2,646,000 and $652,000, 
respectively. Had the FIFO method of inventory valuation 
been used, total inventories would have been 
$19,006,000 and $22,468,000 higher than reported 
amounts at December 31, 1983 and 1982, respectively. 
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4. Income Taxes, Mining Taxes and Royalties 


The Corporation and certain subsidiaries are reporting en- 
tities for income tax purposes in the United States, Canada 
and Indonesia. For U.S. Federal income tax purposes, the 
Corporation is in aloss position on a consolidated basis 
and does not record future income tax benefits. U.S. 
Federal income taxes have not been provided on the un- 
remitted earnings of foreign subsidiaries since such earn- 
ings are deemed to be permanently reinvested and 

are not material. Tax allocation is used by an 

indirect, domestic subsidiary not included in the 
Corporation’s U.S. Federal income tax return and 

by foreign subsidiaries providing Canadian and 
Indonesian income taxes. 


Components of U.S. Federal and foreign income 
taxes, and mining taxes and royalties are as follows: 


(in thousands) 1983 1982 1981 
Benefit of (provision for) income 
taxes: 
Current — U.S. $ 278 $ 8,475 $ (5,442) 
— Foreign (8,567) (20,031) (13,959) 
Deferred — U.S. 2,342 5,066 (1,943) 
— Foreign 7,034 18,104 (2,585) 
1,087 11,614 (23,929) 
Benefit of (provision for) mining 
taxes and royalties: 
Current (1,056) (1,227) (3,418) 
Deferred $31 (1,039) 172 
(125) (2,266) (3,246) 
$ 962 $ 9,348 $(27,175) 


Deferred income taxes result from differences in the 
timing of deductions for financial reporting and income tax 
purposes. Results of operations for the years ended 
December 31, 1983 and 1982, as reported, were net of 
$9,376,000 and $23,170,000, respectively, of deferred 
income tax benefits related primarily to current year 
operating losses. These income tax benefits will be real- 
ized for income tax purposes in future periods. An analysis 
of deferred income taxes follows: 


(in thousands) 1983 1982 1981 
Depreciation and depletion $ 6,391 $ 8,972 $(3,607) 
Amortization of mine 
development (1,968) (3,759) (691) 
Exploration expenditures 1,289 2,830 579 
Current loss 3,102 16,890 = 
Other 562 (1,763) (809) 
$ 9,376 $23,170 $(4,528) 


Income (loss) before income taxes and extraordinary 
item, but after deduction of mining taxes and royalties, Is 
as follows: 


(in thousands) 1983 1982 1981 

United States $(107,388) $(100,898) $(44,699) 

Foreign 23,644 16,942 55,576 
$ (83,744) $ (83,956) $ 10,877 


Reconciliation of the U.S. Federal statutory income tax 
rate to the effective income tax rate is as follows: 


1983 1982 1981 
Statutory income tax (recovery) 
rate (46.0)% (46.0)% 46.0% 
Unrecognized tax effect of 
certain subsidiaries’ losses 48.4 42.7 209.1 
Inventory allowance (.8) (1.1) (5.8) 
Difference between U.S. and 
foreign tax rates (5.0) (14.3) (36.0) 
Historical deferred tax credit 
rates 1.6 8.2 14.5 
Nontaxable income (.7) (2.2) (22.6) 
Dividend from foreign subsidiary 5.5 _ oo 
Capitalized financing costs (2.4) = = 
Non-deductible expenses 2.8 — = 
Tax recovery (4.3) = — 
Tax credits and rebates (.7) — (5.9) 
Other 3 (1.1) 20.7 
Effective income tax (recovery) 
rate (1.3)% (13.8)% 220.0% 


At December 31, 1983, the Corporation had unre- 
corded net operating loss carryforwards of $230,000,000 
expiring in varying amounts from 1992 through 1998 and 
unrecorded investment tax credit carryforwards of 
$12,929,000 expiring in varying amounts from 1989 
through 1998. 


5. investments 


The Corporation acquired a 27% interest in Adobe Oil & 
Gas Corporation (Adobe) in August 1981 for $86,039,000. 
This investment is accounted for by the cost method 
because the Corporation does not exercise a significant 
influence over Adobe. At December 31, 1983, the market 
value of this investment exceeded its carrying value by 
approximately $566,000. At December 31, 1982, a 
temporary decline in market value of $19,715,000 was 
recognized by charging the valuation allowance account, 
a separate component of stockholders’ equity. 


6. Property, Plant and Equipment 


Property, plant and equipment consisted of the following 
at December 31: 


(in thousands) 1983 1982 
Metals—property, plant and 
equipment $ 585,668  $ 591,143 
—unamortized mine 
development expenditures 55,932 42,852 
Petroleum 223,228 200,348 
Agricultural chemicals 85,523 77,789 
Coal—property, plant and equipment 127,922 127 831 
—unamortized mine 
development expenditures 1,249 _ 
1,079,522 1,039,963 
Less accumulated depreciation, 
depletion and amortization (428,930) (375,469) 
$ 650,592 $ 664,494 


During 1983, certain mining and related operations 
were in production at levels significantly below normal 
operating capacity or temporarily idled for a significant 
part of the year as a cost containment measure. In the 
opinion of management, no reduction in the carrying value 
of these investments, which are not significant, is 
required as there has been no permanent decline 
in value. 

7. Debt Due Within One Year 


Debt due within one year consisted of the following at 
December 31: 


(in thousands) 1983 1982 
Short-term borrowings: $50,000 $ 7,900 
Current maturities of long-term debt 5,041 70,584 

$55,041 $78,484 


The Corporation and its subsidiaries have unsecured 
short-term lines of credit with banks aggregating approx- 
imately $122,000,000, of which $72,000,000 were 
available at December 31, 1983. Interest is charged at 
current market rates. With respect to $30,000,000 of these 
lines, working capital and borrowing restrictions apply and 
commitment fees of ¥ of 1% are charged on the unused 
portion. Compensating balances, which are not legally 
restricted, are required under $20,000,000 of the lines. All 
the lines of credit are subject to periodic review by the 
banks and generally may be withdrawn at any time. 


8. Long-term Debt 
Long-term debt consisted of the following at December 31: 


(in thousands) 1983 1982 
Revolving Credit Facilities $252,400 $220,822 
Unsecured Debentures, 9% and 
102%, due 1991 and 1995 52,196 59,385 
Unsecured Notes, 844% to 10%, due 
1984 to 1998 32,100 29,500 
Unsecured 9% notes _ 122,615 
Industrial Development Bonds, at 
various rates from 75% of prime to 
132%, due 1984 to 2011 15,800 Owen 
Other 3,446 5 483 
355,942 458,582 
Less current portion (5,041) (70,584) 
$350,901 $387,998 


Sinking fund and principal payments for each of the 
five years 1984 through 1988 are $5,041,000, 
$132,818,000, $7,409,000, $9,322,000 and 
$38,239,000, respectively. The Corporation presently 
intends to refinance during 1984, on along-term basis, 
approximately $124,000,000 of the amount shown as 
maturing in 1985. 

During 1983, the Corporation restructured its long- 
term credit facilities. The Corporation entered into a two- 
year $25,000,000 loan facility maturing August 31, 1985. 
In addition, an eight-year revolving credit and term loan 
facility of $175,000,000 was entered into which provides 
for revolving borrowings to December 31, 1987. At that 
time, the outstanding principal amount will convert to a 
term loan payable in eight equal semi-annual installments. 
A five-year interest exchange agreement was signed in 
Marcn 19838 fixing the interest rate on $25,000,000 of 
floating rate borrowings at 12.14%. In February 1984, the 
rate on an additional $25,000,000 was fixed at 12.85% for 
five years. 

Previously existing long-term revolving credit and term 
loan facilities totaling $301,000,000 were canceled by the 
Corporation and certain subsidiaries during 1983. A 
subsidiary also reduced an $80,000,000 credit facility to a 
$40,000,000 revolving credit facility, which will convert to 
a four-year term loan in 1984 unless the revolving period is 
extended. 

On December 30, 1983, agreement was reached to 
modify the $150,000,000 long-term revolving credit 
agreement of a subsidiary to reduce interest rates, 
eliminate restrictive covenants and release all security in 
consideration for an unconditional guarantee by the 
Corporation. The facility was subsequently arranged at the 
parent company level in early 1984 as a thirteen-month 
revolving credit facility and the subsidiary’s arrangement 
was canceled. 


Of the $390,000,000 of long-term credit facilities in 
place at year end, $129,838,000 was unused at 
December 31, 1983. Borrowings under these facilities 
bear interest at market rates under a variety of formulas. 
Commitment fees of 4- to 3¥4-of-1% are charged on the 
unused portions. The agreements also impose certain 
restrictions on the Corporation and its subsidiaries with 
respect to indebtedness, investments, liens and disposal 
of property and require the Corporation to meet certain 
financial tests on a consolidated basis, including a 
minimum tangible net worth test. At December 31, 1983, 
the Corporation was in compliance with all such 
restrictions. 

In December 1983, the Corporation lodged with the 
trustee of certain pollution control revenue bonds sufficient 
U.S. government securities to provide for the legal 
defeasance of the debt issue pursuant to the terms of the 
indenture. The outstanding balance under this issue 
immediately prior to the date of the transaction was 
approximately $14,100,000, net of $75,900,000 of 
unspent funds held by the trustee. The loss on this trans- 
action, including the write-off of unamortized debt issu- 
ance costs, totaled $1,703,000 and is included in other 
income in the Consolidated Statement of Operations. 

Interest expense, as reported, is net of amounts 
capitalized on major construction projects of 
$2,636,000, $8,283,000 and $5,798,000 for the years 
ended December 31, 1983, 1982 and 1981, respectively. 


9. Commitments and Contingencies 


The Corporation and its subsidiaries are committed to 
various noncancelable operating leases for offices, mining 
and related equipment and storage facilities expiring at 
various dates through 1998. Aggregate minimum rental 
payments are as follows: 


(in thousands) 


1984 $10,102 
1985 8,411 
1986 5,939 
1987 4,634 


1988 and thereafter 18,570 


Total rental expense under all leases, including short- 
term cancelable operating leases, was approximately 
$11,621,000, $10,888,000 and $8,729,000 for the years 
ended December 31, 1983, 1982 and 1981, respectively. 


The Corporation is self-insured for a significant portion 
of a subsidiary’s workers’ compensation claims related to 
traumatic and Black Lung benefits. Traumatic injury claims 
are charged to operations in the year of occurrence. Antic- 
ipated Black Lung benefits, based on an actuarial study, 
are provided for by annual charges to operations. 

A subsidiary of the Corporation is required to redeem 
$510,000 of its preferred stock held by minority stock- 
holders each year until all of the preferred stock Is 
redeemed. At December 31, 1983, $4,298,000 was held 
by minority stockholders. The subsidiary is also contin- 
gently liable at December 31, 1983 for discounted notes 
subject to recourse aggregating $2,469,000 andisa 
guarantor of $14,513,000 of first mortgage notes of an 
ammonia production facility partnership. 

A subsidiary of the Corporation sold its potash division 
assets in 1977 but deferred payment of related Canadian 
income taxes on the gain by electing to allocate Canadian 
exploration and certain development expenses incurred 
for a ten-year period ending in 1987 against the liability. As 
of December 31, 1983, eligible expenditures of approxi- 
mately $20,000,000 are required by December 31, 1987 
in order to eliminate payment of the related tax obligation 
of approximately $10,000,000, plus interest. 


10. Capital Stock 


The Corporation has authorized 43,000,000 Common 
Shares, 17,000,000 Class A Shares and 16,500,000 Trust 
Shares. The Common Shares and Class A Shares have a 
stated value of $1.00 per share and the Trust Shares have 
a par value of $0.0001 per share plus the stated value of 
the HBMS Special, Exchangeable, Non-Voting Shares 
(HBMS Special Shares), approximately $5.56 per share. 
Holders of Common Shares and Trust Shares are entitled 
to one vote and holders of Class A Shares to one-tenth of 
one vote per share, respectively, voting together asa 


Common Shares 


Stated 
(in thousands) Shares Value 
From inception through December 31, 1982 6,956 $6,956 
HBMS Special Share unit offering _ _ 
Minorco share purchase 4,298 4,298 
Exchanges of HBMS Special Shares 344 344 
2% stock dividend 231 231 
December 31, 1983 11,829 $11,829 


class. Holders of Common Shares and Class A Shares are 
entitled to share equally, on a per share basis, in dividends 
and other distributions by the Corporation. Each Class A 
Share is convertible at any time, at the option of the holder, 
into one Common Share. 

The Trust Shares underlie the HBMS Special Shares on 
a share-for-share basis. Generally, each HBMS Special 
Share is exchangeable, at the option of the holder, for one 
Common Share of the Corporation prior to the automatic 
exchange date (July 6, 1993, unless extended by HBMS). 
Holders of HBMS Special Shares generally have no voting 
rights in HBMS, but through the Trust Shares each has a 
vote equivalent to one Common Share of the Corporation. 
Holders of HBMS Special Shares are entitled to any 
dividend declared and paid on the Corporation’s 
Common Shares. 

On August 9, 1983, HBMS sold in Canada 5,500,000 
units, each consisting of one HBMS Special Share and 
one-half HBMS Special Share Purchase Warrant (HBMS 
warrant), for net proceeds of $69,323,000. Also on Aug- 
ust 9, 1983, Minorco acquired 4,297,648 Common Shares, 
3,906,480 Class A Shares and 4,102,064 Corporation 
warrants for an aggregate consideration of $111,494,100, 
including $30,000,000 previously advanced to the 
Corporation in 1983. Each HBMS warrant entitles the 
holder to purchase one HBMS Special Share on or before 
August 9, 1986 and each Corporation warrant permits 
Minorco to acquire either one Common Share or Class A 
Share. The exercise price of all warrants is $16.63. 

On December 21, 1983, the Corporation paid a 2% 
stock dividend to holders of record on December 1, 1983 
of Common Shares and Class A Shares. Also on 
December 21, 1983, HBMS paid an equivalent stock 
dividend to holders of record on December 1, 1983 of 
HBMS Special Shares. 

A summary of changes in the Corporation's capital 
stock issued and outstanding follows: 


Class A Shares Trust Shares Total 

Stated Stated Stated 

Shares Value Shares Value Shares Value 
4644 $4,644 4 354 $24,213 15,954 $35,813 
— — 5,500 30,594 5,500 30,594 
3,906 3,906 ax aa 8,204 8,204 
= ~ (344) (1,912) a (1,568) 

171 171 189 1,050 591 1,452 
8,721 $8,721 9,699 $53,945 30,249 $74,495 


The Corporation's 1983 Stock Option Plan, which was 
adopted by the Board of Directors in August 1983 and is 
subject to stockholder approval, authorizes the granting, 
to key employees, of incentive stock options and 
nonqualified stock options to purchase a maximum of 
1,530,000 Common Shares at fair market value on the 
date of grant. Options generally may not be exercised 
prior to one year nor more than ten years from the date of 
grant. At December 31, 1983, nonqualified options to 
purchase 124,440 Common Shares at $13.113 per share 
and 142,290 Common Shares at $11.152 per share, all 
expiring in 1993, were outstanding but not exercisable, 
and 1,263,270 Common Shares were available for grant. 

In addition, options to purchase 26,979 Common 
Shares at $12.85 per share, expiring in 1987, and 5,865 
Common Shares at $14.44 per share, expiring in 1988, 
were outstanding and exercisable under the HBMS 1981 
Share Option Plan. These options were converted in the 
reorganization into options to purchase Common Shares 
of the Corporation. No additional options will be granted 
under the 1981 HBMS Share Option Plan. 

At December 31, 1983, 26,841,000 Common Shares 
were reserved for issuance upon conversion of Class A 
Shares, exchange of HBMS Special Shares and exercise 
of warrants and options. 

Loss per share data is based on the weighted average 
number of Common Shares that would become outstand- 
ing for the period after allowing for the full exchange of 
HBMS Special Shares and conversion of Class A Shares. 


11. Interest and Other Income 


Interest and other income consisted of the following for the 
years ended December 31: 


(in thousands) 1983 1982 1981 
Interest income $ 7,303 $11,609 $15,463 
Fertilizer service revenue 4,127 SAS 2,948 
Leasing income 3,586 3,174 2,482 
Joint venture earnings (ioss) Ti2e (863) oO, 002 
Gain on sale of coal property — — 10,402 
Gain on forward metal sales — = 5,082 
Other, net 2,058 7,809 8,596 


$17,846 $23,852 $50,525 


12. Retirement Plans 


The Corporation and its subsidiaries maintain non- 
contributory pension plans that cover substantially all 
salaried and hourly employees. The Corporation charges 
pension costs as accrued based upon periodic indepen- 
dent actuarial valuations for each plan and funds the plans 
with independent trustees. Generally, the Corporation 
funds pension costs as they accrue. The total cost of plans, 
including amortization of past service costs over periods 
not exceeding 40 years, was approximately $4,564,000 in 
1983, $6,301,000 in 1982 and $7,465,000 in 1981. As 
permitted in Canada, a portion of the excess of plan assets 
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and balance sheet accruals over the present value of 
accumulated plan benefits with respect to certain 
Canadian plans may be returned to the-pian sponsor. This 
excess is being amortized over a ten-year period 
beginning in 1983 and had the impact of reducing 1983 
pension expense by approximately $1,700,000. 

With respect to domestic plans, at December 31, 1982 
and 1981, the dates of the latest actuarial reviews, the 
actuarial present value of accumulated plan benefits, 
substantially all of which are vested, totaled $53,361,000 
and $45,758,000, respectively, while plan net assets 
available for benefits were approximately $52,682,000 
and $41,937,000, respectively. The assumed rates of 
return used in determining the actuarial present value of 
plan benefits ranged from 6 to 8%. 

Pension expense for union employees covered by 
retirement plans administered by the Trustees of the 
United Mine Workers of America Health and Retirement 
Fund was $232,000 in 1983, $476,000 in 1982 and 
$642,000 in 1981. The relative position with respect to plan 
assets and accumulated plan benefits in this multi- 
employer plan has not been determined. 


13. Extraordinary Item 


A power plant at Island Falls, Saskatchewan, Canada and 
certain ancillary assets were transferred, under provincial 
statutes, to Saskatchewan Power Corporation on April 1, 
1981. Payments, net of tax provisions and related 
expenses, of $17,742,000 and $28,343,000 were 
received in 1982 and 1981, respectively. Due to the 
uncertainty of the amount of the consideration, recognition 
of the gain was deferred until 1982 when an extraordinary 
capital gain of $44,979,000, after related expenses and 
tax provision of $4,047,000, was recorded. 


14. Exchange of Oil and Gas Assets Subsequent to 
December 31, 1983 


Effective March 8, 1984, the Corporation entered into 
definitive agreements with The Madison Fund, Inc. 
(Madison) and Danville Resources, Inc. (Danville) under 
which all of the shares of the Corporation’s wholly-owned 
subsidiaries, TIL and TEL, including the 27% interest in 
Adobe held by TEL, and certain investments of Danville 
will be transferred to Madison in exchange for new 
Madison shares. Danville will have approximately a 53% 
interest in Madison and the Corporation will have 
approximately a 58% interest in Danville on a fully-diluted 
basis. The transaction, which will be submitted for 
shareholder ratification at Madison’s stockholder meeting 
on May 24, 1984, will be accounted for by the purchase 
method. Accordingly, the results of operations of Danville, 
which will consolidate the results of Madison, TIL and TEL, 
will be included with those of the Corporation for periods 
subsequent to the transaction date. 


Business Segments Inspiration Resources Corporation 


December 31, 1983 


Agricultural 
(in thousands) Metals Petroleum Chemicals Coal Corporate Consolidated 
Revenues 
Net sales 
United States $171,671 $ 18,005 $247,019 $ 39,221 $ — $ 475,916 
Indonesia —~ 40,116 _ _ _ 40,116 
Canada 242,769() Boer -—- _ _ 246,096 
414,440 61,448 247,019 39,221 — 762,128 
Interest and other income 4,856 4,358 7,442 1,193 (3) 17,846 
Total revenues $419,296 $ 65,806 $254,461 $ 40,414 $ (3) $ 779,974 
Operating Profit (Loss) 
United States $ (18,953) $ (114) $ (10,867) $ (9,164) $._..(3) — $. (39,101) 
Indonesia — 22,722 _ —_ — 22,722 
Canada (7,908) 2,602 a oo _ (5,306) 
$ (26,861) $ 25,210 $ (10,867)  $ (9,164) $ (3) (21,685) 
Corporate and unallocated expenses (11,704) 
Interest expense (50,230) 
Benefit of income taxes, 
mining taxes and royalties 962 
Net loss $ (82,657) 
identifiable Assets 
United States $222,575 $166,422 $173,139 $139,092 $5,833 $ 707,061 
Indonesia -- 53,159 — — — 53,159 
Canada 340,972 9,897 —_ 42 _ 350,911 
Total identifiable assets $563,547 $229,478 $173,139 $139,134 $5,833 $1,111,131 
Depreciation, Depletion and 
Amortization $ 45,090 $ 18,994 $ 7,818 $ 2,769 $ 765 $ 75,436 
Capital Expenditures Su! See $ 24,786 $ 8,299 $ 702 $ 488" S$" °71,597 


(a) Includes export sales of $179,889,000, including $137,074,000 to the United States and the remainder to Europe. 
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Business Segments 


(in thousands) 


Revenues 
Net sales 
United States 
Indonesia 
Canada 


Interest and other income 
Total revenues 


Operating Profit (Loss) 
United States 
Indonesia 
Canada 


Corporate and unallocated expenses 
Interest expense 
Benefit of income taxes, 

mining taxes and royalties 


Loss before extraordinary item 


identifiable Assets 
United States 
Indonesia 
Canada 


Total identifiable assets 


Depreciation, Depletion and 
Amortization 


Capital Expenditures 


Metals 


$140,310 


201,164) 


341,474 
9,576 


$351,050 


$ (13,888) 


(33,799) 
$ (47,687) 


$217,519 


324,635 
$542,154 


$ 37,024 


$ 44,863 


Petroleum 


$ 15,228 
52,403 
2,890 


70,521 
4,888 


$ 75,409 


$ (1,146) 
33,002 
2,040 


$ 33,896 


$158,335 
40,392 
4,360 


$203,087 


$ 16,558 


$ 27,705 


Agricultural 
Chemicals 


$273,343 


273,343 
7,946 


$281,289 


$198,386 


$198,386 


Sm Seh 0 


$ 13,138 


Coal 


$ 70,552 


70,552 
1,495 


$ 72,047 


$146,781 


$146,781 


$ 4,197 


$ 30,803 


Inspiration Resources Corporation 


December 31, 1982 


Corporate Consolidated 


(S3) 
$ (53) 


$ (53) 


$ (53) 


$1,866 


$1,866 


$ oe 


$ Ss 


(a) Includes export sales of $145,949,000, including $92,425,000 to the United States and the remainder to Europe. 


$ 


$ 


$ 


499,433 
52,403 
204,054 
755,890 
23,852 


779,742 


$1,092,274 


$ 


$ 


65,969 


116,509 


Business Segments 


Inspiration Resources Corporation 


December 31, 1981 


Corporate Consolidated 


Agricultural 
(in thousands) Metals Petroleum Chemicals Coal 
Revenues 
Net sales 
United States $157,701 $ 15,380 $319,134 $ 48,490 $ = 
Indonesia — 53,982 — — — 
Canada 243, 158/2) 2ST. — _ _— 
400,859 71,519 319,134 48,490 -- 
Interest and other income 34,01 7() 6,111 8,280 1504 606 
Total revenues $434,876 $ 77,630 $327,414 $ 50,001 $ 606 
Operating Profit (Loss) 
United States $ (12,508) $ 1484 $ 16,010 oS 1767 $ 606 
Indonesia _ 37,678 — — — 
Canada (1,405) 1,639 — — 
$ (13,913) $ 40,751 $ 16,010 Sele G7 $ 606 
Corporate and unallocated expenses 
Interest expense 
Provision for income taxes, mining taxes 
and royalties 
Net loss 
Identifiable Assets 
United States $234 334 $196,944 $194,546 Siiies4s $12,947 
Indonesia — 24,263 — — — 
Canada 344 839 2,864 — — ai 
Total identifiable assets $579,173 $224,071 $194 546 $117,343 $12,947 
Depreciation, Depletion and 
Amortization $ 37,838 $ 15,043 S- 68737 MRSS) $ = 
Capital Expenditures $105,206 $ 56,453 $ 34,591 $ 1,564 $ E3 


(a) Includes export sales of $152, 160,000, including $122,505,000 to the United States and the remainder to Europe. 
(b) Includes $10,402,000 gain on the sale of a metal subsidiary’s investment in a coal property. 
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$1,128,080 


$ 


$ 


63,013 


197,814 


Unaudited Supplemental Information 


Impact of Inflation 


In response to the concern that historical cost accounting 
disclosures do not adequately portray the cost of doing 
business and raising necessary capital, particularly during 
periods of extended inflation, the following experimental 
disclosures of certain financial information, adjusted for 
changes in the general price level (constant dollar data) 
and for changes in specific price levels (current cost data), 
are presented to supplement the traditional financial 
statements. 

In applying the constant dollar method, property, plant 
and equipment, inventories, and cost of sales and operat- 
ing expenses originally expressed in U.S. dollars have 
been restated into average 1983 constant dollars by ap- 
plying, as required, the U.S. Consumer Price Index for All 
Urban Consumers. Similarly, amounts originally stated in 
Canadian dollars have been restated into average 1983 
constant dollars by applying, as required, the Canadian 
Consumer Price Index for All Items. These Canadian 
amounts were subsequently translated to U.S. dollars at 
the year-end rates of exchange. 

In applying the current cost method, historical costs 
have been translated by applying specific price indexes 
except for oil and gas assets which have been translated 
with a general price index. The current costs of inventories, 
cost of sales and operating expenses are based on recent 
production or manufacturing costs. Depreciation, deple- 
tion and amortization have been calculated by applying 
the rates and methods used in historical cost accounting to 


the values of property, plant and equipment expressed in 
constant dollars and at current cost. 

As shown in the table, the constant dollar and current 
cost amounts for cost of sales vary only slightly from the 
historical amount, principally because the Corporation 
uses the LIFO method to account for a significant portion 
of inventories. Under the LIFO method of inventory valua- 
tion, cost of sales tends to reflect current rather than 
historical production or manufacturing costs. The historical 
amount, however, includes the effect of liquidating LIFO in- 
ventories, which is not present under constant dollar or 
Current cost methods. 

Historical financial statements report depreciation, 
depletion and amortization expense based on the original 
cost of fixed assets, rather than on the higher current cost 
to replace the productive capacity of these assets. The 
$82,657,000 reported as net loss in the historical cost 
financial statements is equivalent to $130, 736,000 under 
the constant dollar method and to $128,862,000 based on 
current costs. It should be noted that the provision for 
taxes on income is not adjusted for changing prices or cur- 
rent costs because the additional expenses attributable to 
inflation are not deductible under existing income tax 
regulations. However, the adjustments made to reflect 
present economic values increase expenses, especially 
depreciation expense, and thereby increase the loss 
before taxes. This illustrates how income tax benefits are 
reduced by the portion of historical dollar loss which arises 
solely from changing prices. 


Year Ended Historical dollars Constant Current 
December 31, 1983 as reported GONG S a eta AF syed er OSE 
(in thousands, except indexes) 
Revenues $ 779,974 $ 779,974 $ 779,974 
Cost of sales 700,172 704 933 703,831 
Depreciation, depletion and amortization 75,436 118,754 117,982 
Other costs and expenses 87,985 87,985 87,985 
863,593 911,672 909 798 

Loss before taxes (83,619) (131,698) (129,824) 
Benefit of income taxes, mining taxes and royalties 962 eos 962 
Net Loss $ (82,657) $(130, 736) $(128,862) 
Purchasing power gain on net monetary liabilities $ 18,871 
Increase in Current cost amounts of inventory and property, plant and 

equipment $ 52,134 
Effect of general inflation 36,628 
Excess of increase in current cost over the effect of general inflation $ 15,506 
Balance sheet data: 

Inventories DulsOso2 $ 146,987 

Property, plant and equipment, net $ 650,592 $ 817,475 

Net assets (stockholders’ equity) $518,011 $ 701,529 
Cumulative translation adjustment S$ 2,459 
SII ES SS ST I SESE ESTE ST SSS FE SS PELE SS RS SIG SLY SES 5 ITB DIAS REDS IE BEE EE SEES LOCI IE ISEB ELIE LEYS ANSE EE TE LL EI LG LELE A E EES 
Comparative Data 1983 1982 1981 1980 1979 
Net sales (in thousands) — 

Constant 1983 dollars $762,128 $785,622 $939 130 $965,061 $870,546 

Historical $762,128 $755,890 $840,002 $774,208 $620,713 
Average U.S. Consumer Price Index (1967 = 100) 298.5 289.1 272.4 246.8 AW ee) 
Average Cdn. Consumer Price Index (1971 = 100) PAD AT 262.5 236.9 210.6 Wh 


F-19 


Petroleum Information 


Froved reserves of crude oil, including condensate and 
natura! gas liquids, and natural gas are as follows: 


United States Indonesia () Canada ; 
(Oil in thousands of barrels Crude Natural Crude Crude Natura 
gas in millions of cubic feet) Oil Gas pee, Oil Gas 
Proved Developed and Undeveloped 
Reserves 
December 31, 1980 2,256 15,884 8,889 593 4,157 
Revisions of previous estimates (177) (1,783) 4,181 6 (84) 
Extensions, discoveries and additions 293 2,915 = — -— 
Production (334) (1,385) (1,420) (66) (199) 
December 31, 1981 2,038 15,631 11,650 533 3,874 
Revisions of previous estimates 9 (5,242) 967 67 218 
Extensions, discoveries and additions 892 2,858 — — — 
__ Production (373) (1,607) (1,463) (71) (179) 
December 31, 1982 2,566 11,640 11,154 529 3,913 
Revisions of previous estimates (139) 1,084 (519) 21 141 
Extensions, discoveries and additions 627 6,592 = — — 
__Production (428) (1,742) (1,360) (68) (167) 
December 31, 1983 2,626 17,574 9,275 482 3,887 
Proved Developed Reserves 
December 31, 1980 1,566 12,070 8,889 593 4157 
December 31, 1981 1,853 14 336 11,650 533 3,874 
December 31, 1982 2,130 10,173 ain i oye! 529 3,913 
December 31, 1983 2,237 15,854 9,275 482 3,887 


(2) indonesian reserves represent an entitlement to gross reserves in accordance with a production-sharing contract. 


During 1981, the Corporation acquired a 27% interest 
in Adobe Oil & Gas Corporation (Adobe). This investment 
has been accounted for on the cost method because the . 
Corporation does not exercise a significant influence over 
Adobe, and accordingly, no estimated reserve information 
has been included for Adobe. 

Productive wells and oil and gas acreage in which the 
Corporation held a working interest at December 31, 1983 
totaled the following: 


The estimates of oil and gas reserves for 1983 were 
made internally. Reserve estimates for 1982 and 1981 
were made by H.K. van Pooilen and Associates, Inc. for 
United States properties, and by McDaniel & Associates 
Consultants Ltd. for Canadian properties. The entitlement 
to Indonesian reserves has been calculated internally for 
all years. No other reserve estimates have been 
reported to any federal agency for the years shown. 


EO « Oil Wells Gas Wells 

<< Gross Here Net Gross _ Net 
United States 265 60.95 hil 28.32 
Canada 101 3.89 6 66 
Indonesia 232 62.66 { — 
Total 598 127.50 84 28.98 


Undeveloped Acres Developed Acres 


— Gross Net Gross Net 
United States 1,396,125 584 305 65,919 20,417 
Canada 33 386 11,820 8,501 2,574 
Indanesia 2,138,167 920,898 5,672 534 
Paraguay 27,070,718 2,165,657 _ — 
Egypt 111978 222,395 = - 
United Kingdom 25,176 906 oe = 
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Wells drilled and completed in each of the last three years are as follows: 


United States: 
Exploratory 
Oil 
Gas 
Dry 


Total 


Development 
Oil 


Exploratory 
Oil 
Gas 
Dry 
Total 
Development 
Oil 
Gas 
Dry 
Total 
Indonesia and Other: 
Exploratory 
Oil 
Gas 
Dry 
Total 


1983 


1982 


Gross Net 


Gross 


oO 


Ol ieee 
©o!o +0 


| 


on} cn | 


w 


Development 
Oil 
Gas 
Dry 


Total 


32 


32 


Capitalized costs at December 31 were as follows: 


(in thousands) 


Proved properties 
Unproved properties 


Accumulated depreciation 


and depletion 
(8) Primarily Egypt. 


United 
States 


$ 63,076 
61,838 


(42,085) 


Indonesia 
$ 74,422 


(54,257) 


1983 


1982 


Canada 


$ 4,120 
15,584 _ 


(1,907) 
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$ 


Other?) 


United 
States 


Indonesia 


Canada 


4,231 


(1,797) 


3 CZOU1 
40,796 


(30,891) 


$ 69,826 
8,524 


(48,160) 


$ 3,847 


(1,634) 


a 


Costs incurred for the years ended December 31 were 
as follows: 


United 

(in thousands) States Indonesia Canada Other'9) 
1983 
Property acquisition 

costs $ 1,804 $ — $ — $ — 
Exploration costs 7,154 7,280 17 121 
Development costs 4,251 4,376 273 
1982 
Property acquisition 

costs $ 5,243 $ — $ — $ = 
Exploration costs 6,605 5,601 24 2,694 
Development costs 3,544 Sate 243 — 
1981 
Property acquisition 

costs $25,315 $3,000 $ — 1 RS 
Exploration costs 25,043 440 41 732 
Development costs 7,619 4,319 242 — 


(@) Primarily Egypt. 


At December 31, 1983, $8,320,000 of capitalized ac- 
quisition cu exploration costs were not subject to 
depreciation, depletion and amortization, including 
$6,466,000 related to Indonesian properties and the re- 
mainder to properties located in Egypt. Of the total, 
$210,000 was incurred during 1983, $5,416,000 in 1982 
and $2,694,000 in 1981. 

Additional seismic work will be performed on these 
properties during 1984 with exploratory drilling to be done 
in 1985. At that time, these costs will either be included in 
an amortization pool or written off. 

Sales prices and lifting costs for the years ended 
December 31 were as follows: 


1983 1982 1981 


Sales Prices: 
Crude Oil & Natural Gas Liquids 


($ per barrel): 
Canada $24.54 $21.71 $17.81 
United States 27.27 28.69 32.46 
Indonesia 29.43 34.88 35.00 
Natural Gas ($ per mcf): 
Canada S257, SPAS ies 
United States 3.63 2.80 2.78 
Lifting Costs ($ per equivalent 
barrel): (4) 
Canada $5.31 $694 $ 3.94 
United States 6.30 7.86 8.98 
Indonesia 10.54 11.48 9.84 


(a) Unit lifting costs are expressed in equivalent units. Gas has been con- 
verted to oil based on a relative energy content of 6 mcf to 1 
equivalent barrel. Unit costs reflect only production costs, including 
windfall profit taxes but do not include amortization of capitalized 
costs or general overhead expenses. 
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Results of operations for producing activities for the 
years ended December 31 were as follows: 


United 
(in thousands) States Indonesia Canada 
1983(@) 
Revenues $18,005 $40,116 $2,421 
Production costs (4,531) (14,334) (479) 
Depreciation, depletion and 
amortization (10,768) (5,411) (191) 
Income taxes (955) (12,673) (85) 
$ 1,751 $ 7,698 $1,666 
1982 
Revenues $15,228 $51,659 $1,970 
Production costs (5,047) (16,788) (700) 
Depreciation, depletion and 
amortization (10,781) (5,134) (330) 
Income taxes 49 (16,497) (624) 
$ (551) $13,240 Se SNS 
1981 
Revenues $14,695 $49,784 $1,728 
Production costs (5,071) (13,997) (391) 
Depreciation, depletion and 
amortization (10,047) (4,339) (206) 
Income taxes 35 (18,331) (501) 
$ (388) $13,117 $ 630 


(a) Excludes a valuation provision of $1,797,000 attributable to Egypt, a 
cost center for which proved reserves have yet to be established. 


Results of operations for producing activities reflected 
above should not be equated with net income because the 
methodology utilized in computing income taxes differs 
from that utilized for the primary financial statements. In 
addition, interest, administrative and other expenses in- 
cluded in the primary financial statements have not been 
reflected herein and certain revenue and expense items 
have been classified differently. 


Information with respect to standardized measure of 
discounted future net cash flows relating to proved oil and 
gas reserves for the years ended December 31 follows: 


United 

(in thousands) States Canada _ Indonesia Total 
1983 
Future cash inflows 

from sale of oil and 

gas $121,356 $20,939 $268,276 $410,571 
Future production 

and development 

costs (41,287) (4,402) (202,986) (248,675) 
Future income tax 

expense (22,210) (4,180) (34,260) (60,650) 
Future net cash flows 57,859 12,357 31,030 101,246 
10% annual discount (19,569) (5,584) (9,743) (34,896) 
Discounted future net 

cash flows $ 38,290 $ 6,773 $ 21,287 $ 66,350 
1982 
Future cash inflows from 

sale of oil and gas $116,200 $22,179 $382,398 $520,777 
Future production and 

development costs (41,967) (5,459) (285,261) (332,687) 
Future income tax 

expense (19,757) (83568) ieen(O2:6S4) ieee (203959) 
Future net cash flows 54,476 USNS 44,503 W231 
10% annual discount (16,889) (6,558). 11318) (33,765) 
Discounted future net 

cash flows SUC) 587 aD ee OO4 SECO NGOse bao. S66 
1981 
Future cash inflows from 

sale of oil and gas $131,252 $ 16,910 $410,121 $558,283 
Future production and 

development costs (38,378) (4,259) (294,196) (336,833) 
Future income tax 

expense (23,925) (2,744) (62,306) (88,975) 
Future net cash flows 68,949 9,907 53,619 132,475 
10% annual discount (29,275) (4,089) (14,143) (47,507) 
Discounted future net 

cash flows $ 39674 $5818 $ 39,476 $ 84,968 


An analysis of changes in standardized measure of dis- 
counted future net cash flows during the years follows: 


(in thousands) 1983 1982 1981 


$ 78,366 $ 84,968 $ 80,849 


Beginning of year 
Additions, extensions and 


discoveries less related costs 16,858 16,428 10,190 
Sales of oil and gas, net of 

production costs (41,198) (46322) (46,748) 
Development costs 6,545 6,918 3,985 
Changes in prices and production 

costs (30,613) (7,188) (9,287) 
Revisions of previous reserve 

estimates (1,102) (2,695) 24,978 
Income taxes 16,329 6,795 11,340 
Other 7,634 Are its (5,539) 
Accretion of discount 13,531 14,949 15,200 
End of year $ 66,350 $ 78366 $ 84,968 


The standardized measure of discounted future net 
cash flows, as prescribed by Statement of Financial 
Accounting Standards No. 69, is computed using the 
following methodology. Future cash flows are calculated 
by applying year-end selling prices to estimated future 
production of proved oil and gas reserves. Associated 
future production and development expenses, at current 
costs, and associated income taxes, computed by using 
statutory rates adjusted for permanent differences, are 
then deducted. The future net cash flows are then 
discounted at the prescribed rate of 10%. The standard- 
ized measure of discounted future net cash flows is not 
intended to be an estimate of fair market value since it 
does not give any consideration to the varying effects of 
inflation, risks which differ between domestic and foreign 
reserves or to probable reserves and unproved acreage. 
Rather it is provided exclusively for comparative use. 
However, because of the highly subjective nature of this 
data, the results may not be comparable to the information 
presented by other companies containing oil and gas 
operations. 
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Mining 

Mineral reserves are commercially recoverable 
quantities, estimated on the basis of geological, 
geophysical and engineering data. Proven reserves 
are those with a reasonably high degree of certainty 
of being mined from known deposits by either 
primary or improved methods. Probable reserves 
are less well defined than proven reserves. 
Estimates of reserves can increase or decrease as 
development and production occur, or as mining, 
economic or other conditions and technology change. 


(tons, pounds and ounces in 


thousands) 1983 1982 1981 1980 
Proven and Probable Mineral Reserves at December 31 


Active Mines: 

Underground (tons)® 18,224 19,226 20996 22538 
Copper % 2.10 2.30 2.29 2.38 
Zinc % 3.14 2.54 251 2.46 
Silver (oz./ton) 0.98 0.99 0.97 0.95 
Gold (0z./ton) 0.031 0.031 0.032 0.032 

Open pit (tons) 189,695 191,529 220673 265,333 
Copper % 0.52 0.54 0.51 O155 

Coal reserves (tons 
recoverable) 85,214 87,239 (b) — 

Inactive Mines: 

Christmas open pit (tons) 7,567 7007, 7,567 11,613 
Copper % 0.63 0.63 0.63 0.62 

Ox Hide (tons) 20,5735 eO lic OOo fc) 
Copper % 0.30 0.30 0.30 fc) 

Christmas underground 
(tons) 20,131 20,131 20,131 20,131 
Copper % 1.84 1.84 1.84 1.84 

Sanchez (tons) 79,362 79,362 79362 79,362 
Copper % 0.36 0.36 0.36 0.36 

Tom Valley (tons) 10,800 10,800 9,508 _ 
Zinc % 7.54 7.54 7.59 o 
Lead % 6.37 Gievi 6.86 — 
Silver (0z./ton) 2.15 ANS: 2.30 — 

Centennial (tons) 1,642 — — = 
Copper % 1.48 — — _ 
Zinc % fi.90 — = = 
Silver (0z./ton) 0.61 — = = 
Gold (0z./ton) 0.038 — — = 

Osborne (tons) 582 — — = 
Copper % 2.45 _ = = 
Zinc % 1.30 -- — _ 
Silver (0z./ton) 0.10 ~ — _ 
Gold (0z./ton) 0.003 a —_ = 

Tanco” 

Ore (tons) 1,005 1,081 1,154 1,210 
Stored tailings (tons) 702 702 743 798 
Tantalum 

pentoxide % 

Ore 0.131 0.138 0.144 0.139 

Stored tailings 0.065 0.065 0.065 0.073 

Whitehorse Copper 

Reserves (tons) (9) (9) ees 1,842 

Copper (percent) (9) (9) 168 1.40 

Volume of minerals mined 

(tons) (9) 898 800 854 


(tons, pounds and ounces in 
thousands) 1983 1982 1981 1980 


Metals and Mine Production for The Year 


Volume of minerals mined 


(tons) 16,829 17,253 19,693 13,294 
Production 

Copper (pounds) 212,376 193,625 194686 156,184 

Zinc (pounds) 72,544 63,276 56,948 60,026 

Silver (ounces) 2,050 589 565 604 

Gold (ounces) 44 Cy 33 35 
Coal production (tons) 1,149 1,750 1,200 — 
Average Market Price 
Copper (¢/pound)" 71.90 65.82 78.66 96.76 
Zinc (€/pound)"” 34.73 3370 38.93 34.48 
Silver ($/ounce)” 11.46 7.95 10'53 20.65 
Gold ($/ounce)"’ 424.18 37623 459.02 611.98 
Coal ($/ton)” 33.72 40.41 37.51 os 


(a) Includes Corporation’s 44% interest in Trout Lake mine. 


(b) In 1982 standard parameters for calculating reserves based on 
U.S. Bureau of Mines criteria were used for the first time. The 19814 
reserves would not have differed materially from 1982 reported 
reserves if they had been calculated on the present basis. The in- 
itial investment in coal was acquired in 1981. 


(c) Included in active mines. 
(d) Under exploration. 


(e) Production ceased in 1983 for economic reasons. Reserve figures 
are included in active mines prior to 1983. 


(f) Tanco is 37.5% owned, figures represent 100%. 
(g) Economic reserves were exhausted by December 31, 1982. 


(h) New York Commodity Exchange (‘‘Comex’’) prices as published in 
Metals Week. 


(i) London Metal Exchange quoted cash prices as published in Metals 
Week. 


(j) Average selling price for coal sold by Inspiration Coal Inc. 
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Financial Summary 
Selected Quarterly Financial and Stock Market Data 


Financial Summary 
(in thousands, except per share amounts) 1983 1982 1981 1980 1979 
Financiai Position 
Working capita! $: 133,141. S$. 63,455 $ 169,318 $189,473 $131,069 
Total assets elt Tot 1,092,274 1,128,080 806,372 672,940 
Capital employed 926,788 858,948 950,443 644,894 542,021 
Long-term debt 350,901 387,998 378,838 169,110 116,030 
Stockholders’ equity $ 518,011 $$ 402,762 $ 437,453 $351,753 $320,455 
Operations 
Revenues $ 779,974 $ 779,742 $ 890,527 $832,373 $641,371 
Costs and expenses 863,593 861,432 876,404 726,424 579,782 
Benefit of (provision for) taxes and royalties 962 9,348 (27,175) (53,700) (28,315) 
Earnings (loss) before extraordinary items (82,657) (72,342) (135052) 52,199 33,274 
Extraordinary items _ 44,979 _ 1,450 3,149 
Net income (loss) (82,657) (27,363) (13,052) 53,649 36,423 
Earnings (loss) per share: 
Before extraordinary items (3.82) (4.45) (.80 3.24 2.05 
After extraordinary items $ (3.82) $ (1.68) §$ (.80) $8093.30. $62.24 
Capital Expenditures $71,997 SG 116509 = '$19197-814 Sr irteto5 $ 74,152 
Selected Quarterly Financial and Stock Market Data 
(in thousands, except per share data) _ March 31 June 30 Sept. 30 Dec. 31 
1983 
Net revenue $144,311 $293,080 $189,529 $153,054 
Gross profit (3,956) 6,675 (6,062) (13,084) 
Net loss () (16,248) (12,122) (23,387) (30,900) 
Loss per share (#)() $ (1.00) $  (.74) $ (1.01) $ (1.02) 
1982 
Net revenue Ste 1527 $290,362 $167,283 $150,570 
Gross profit (16,813) 7,391 €3:021)) (9,256) 
Net income (loss) (34,406) (13,169) (22,881) 43,093 
Earnings (loss) per share: 
Before extraordinary item (2:94) (.81) (1.41) (2) 
After extraordinary item Sta (eatet) $ (.81) $ (1.41) $ 65 


(a) Includes approximately $7,160,000 ($.24 per share} of nonrecurring charges in the fourth quarter. 
(b) Quarterly loss per share amounts do not equal the full year amount for 1983 as a result of increased shares outstanding following the August 1983 


issuance of Common, Class A and HBMS Special Shares. 


The Common Shares of Inspiration Resources Corpora- 


tion began trading on the New York Stock Exchange on 


July 6, 1983 following the reorganization. Since that time, 


the high and the low stock prices were $151% and $113 


during the third quarter, respectively, and $131%4 and $10% 
during the fourth quarter, respectively. The Corporation’ 


Class A Shares are not traded publicly and the HBMS 


Special Shares are not traded publicly in the United States. 


At January 31, 1984, 11,836,029 Common Shares were 


outstanding and held by 2,094 stockholders, 8,721,940 


Class A Shares were outstanding and held by a single 


stockholder, and 9,690,476 Trust Shares were outstanding 


and held by the trustee thereof. In addition, 10,048,484 


S HBMS Special Shares were outstanding and held by 5,201 
stockholders, including 358,008 HBMS Special Shares 


The Class A Shares are convertible into and HBMS Special 


Shares are exchangeable for Common Shares of the 
Corporation. 


held by the Corporation. 
The Corporation paid a 2% stock dividend on 


December 21, 1983 on its Common Shares and Class A 

Shares. HBMS paid an equivalent dividend on its Special 
Shares on the same date. No other dividends have been 
paid by the Corporation since inception. 
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INSPIRATION RESOURCES CORPORATION 
CONSOLIDATED STATEMENT OF FINANCIAL POSITION 


June 30, 1984 and December 31, 1983 
(In thousands) 


June 30, 
1984 
ASSETS 
Current Assets 
Cash and short-term’ investments”). -. occ 5 cece eta s senior $ 174,121 
Accounts receivable, less allowance for doubtful accounts of $4,503,000 in 1984 and $2,267,000 in 
| oo 3 a Sat RD oe Ws = PRS Ratt oe RB Cr eS I oh i cat ai Ohh onNIG 146,518 
IniventOries:?s Vin 5 5s dixve A  elecks Sa 6 Pa ond as ile Sire Tea ot 189,694 
Income:taxesiréecoverable 7.1; Ste 5 esse ho cee ae ae es see ne SO ee eee ore “Gh, Dyloo 
Total-Gurrent Assetsy-sioce:-sers sggeaes tec erst ersteretatceraze chs cal gE re oes eee ee eT 466,081 
Other Assets 
Investments. 865 sn% Se ne SoA otic eieik Wager tree e kc tvs fees RUE: 2 ico aay ne Psa ede Dneks eric hiro eee 290,210 
Property,{plant and equipment, net’...5 (Ne gs. oc ha eee tee ae ee ere eer 681,712 
Other‘assets’..... ...ASeRes =. Pee ta Re APL AP Sed My Sid bien ton nes HAs dha ___ 48,779 
Total Assets, 5. sis oni oe tie. ee Sic oo wisps oa dees of eee ape $1,481,782 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities 
Accounts: payable. Bay aee «5 «aif oeeteeos ai elvis ee Soca jaeats oo Se ee $ 109,714 
Accrued: liabilities) ds cscs «sae cus iveus Gis Seen See oo Daevs ion Ran Tae rele eee 72,319 
Debt. due; within, onesyearg cicdesact Oak atouw oe ek ideo aa snes em ee eee 69,202 
Income-and! other taxestpayablets ss). 5. ese ds bce sh cea ee ___ 8,475 
Total ‘Current: Liabilities .7).5.5.)232., 2: 32s oe ar ees eee neice 259,710 
Other Liabilities 
Long-term’ debt.“ ». ep. gogekens’ so, Spare abe) 1: gece ees Soo, ey Ree lac eR aes 377,677 
Othiér, liabilities a 5)... Shae is oes eee pcs REE: ee os ec cece 12,682 
Deterred income taxes - xicc crear ce ee SS ened SRT ee AL ee ee 41,354 
Minority: interest 0.246 2S <2)s 2 $e Bion inch Se Ate sa ce tunel 6 te wee Ree ee eee 297,833 
Total kiabilitiess ye ¥ 85 os ce oe ote oie eae Or ee __ 989,256 
Stockholders’ Equity 
Capital stock: 
Common Shares, without par value; authorized 43,000,000 shares; outstanding 12,540,000 
andl 82° 000 Shares ssn acco ieee ec ee ee eee ee en i 12,540 
Class A Shares, without par value; authorized 17,000,000 shares; outstanding 8,722,000 
shares; convertible into Common Shares on a one-for-one basis ................-+-- 8,722 
Trust Shares, $0.0001 par value; authorized 16,500,000 shares; outstanding 8,986,000 and 
9,698,000 ‘shares rr 2. Si FU A a sinus deta Sie tere wot eels recs 49,983 
Paid-in surplus, o:isog: sete: ics aoe ace ee Se ee eee 370,904 
Currency, translation adjustment 245. ¢ Gc. 56 Mes aa eee oie hae ee ee (28,488 ) 
Retained earnings. c.. ascites tarty aoe pyansccy tain ait okt hs ed aes 5 01 Shee pe aan ea 78,865 
Total'StockhéldersC Equity &..>. SUE% AI SR cic eee ae ee tO She ae 492,526 
Total diabilitiesrandeS tock horde nome CU Ly mere te eres enn $1,481,782 


See accompanying Notes to the Consolidated Financial Statements 
(Unaudited) of Inspiration Resources. 
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December 


31, 1983 


$ 74,051 


107,585 
130,352 


5,496 


317,484 


110,406 
650,592 


32,649 
$1,111,131 


$ 83,568 
40,695 
55,041 


5,039 


184,343 


350,901 
10,730 
41,352 


5,794 
593,120 


11,828 
8,722 


53,945 
367,654 
(17,765) 


93,627 
518,011 
$1,111,131 


Revenues: 


Costs and Expenses: 
Cost of sales 


Depreciation, depletion and amortization 
Exploration expense 
General and administrative expense 


Minority interest 
Interest expense 


Income (loss) before taxes 
Benefit of (provision for) income taxes 


Net income (loss) .. 


Income (loss) per share 


INSPIRATION RESOURCES CORPORATION 


CONSOLIDATED STATEMENT OF OPERATIONS 


Three Months and Six Months Ended June 30, 1984 and 1983 


(In thousands, except per share amounts) 
(Unaudited) 


Three months ended 


June 30 
1984 1983 

HTS Ta Eee eee ae het ee eee ral a rhea ivetonsy rhe tae aie $343,459 $297,603 
Se een ie ele g P ATOR, een he reas: UNS Sak Eo 6,877 6,508 

350,336 304,111 

SRN ORT. 8 ANION caRe MEI Or CL CaS ry Cheat NE OI ieee 285,098 261,725 
EM es PNY Canes 17,902 17,052 

Siwetate Se oe RACHAEL aT OUne AE STR as SREY. Seve 1,663 648 

Rava Pcl tite < Cae Teas ekets) Penoeke ae 26,394 20,691 

EMER EE LS OnE ace etre AEE A er Te core MEGA rae 965 95 
ASSAY. (ot toe bya el age «be oper unr s da oversee ters Peps. 2 13,549 15,809 
345,571 316,020 
SNe SPS Oey RE PROT RCRD RCE eS eRe RIG eee 4,765 (11,909) 
ea Oe aN Ae ech al a (4,292) (213) 
SE RA hy ROVE Ae ket eR Cats $ 473 $12,122) 
Weightedsaverage number of sharesi0). ..) «2.9 ccd. 4's id oe sects cial aioe 30,249 16,272 
eT: MER REEMA nc toe hehe We, 2 opted Bae SG hk iy GEA ir $ 0.01 $ (0.74) 


See accompanying Notes to the Consolidated Financial Statements 
(Unaudited) of Inspiration Resources. 
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Six months ended 


June 30 

1984 1983 
$532,571 $444,298 
13,247 11,280 
545,818 455,578 
447,764 385,683 
34,550 35,009 
3,072 1,793 
43,034 35,280 
1,074 195 
_ 25,028 _ 29,002 
555,022 _ 486,962 
(9,204 ) (31,384 ) 
(5,558 ) 8,014 
$(14,762)  $(28,370) 
30,249 _ 16,272 
$ (0.49) $ (1.74) 


INSPIRATION RESOURCES CORPORATION 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


Six Months Ended June 30, 1984 and 1983 
(In thousands) 


(Unaudited ) 
Six months ended 
June 30 
1984 1983 
Retained earnings at beginning Of year. ae cecsacrete cvs tecieecen nie eee area ee $ 93,627 $183,031 
Net ldgs’ RU SO ae a tag ahd ae A 8 es re (14,762) (28,370) 
Retained earningsat end ‘of periods -........ AA Moe css Gee ele Aten Boe te Eames eee eee ee $ 78,865 $154,661 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Six Months ended June 30, 1984 and 1983 
(In thousands) 


(Unaudited ) 
Six months ended 
June 30 
1984 1983 
Sources of cash 
Operations os acs ca Phase oh epasn 8 con's nse: egies Nag OR eg, Eoelc ire Set IGN GSE te Ce UE eee ee $ 28,141 $ (25,949 ) 
Cash recognized in consolidation of Danville Resources, Inc, and Madison Resources, Inc.......... 95,135 
Total Sources!" - «5 / slkcctoce che hee crestor cecie cme nate Uke oe ocean Sn ee 123,276 (25,949) 
Uses of cash 
Capitalexpenditures 20s siete gone esr Van wanes oe ee eee (34,952) (30,000) 
(1d ¢Ys) aya 0 =| clair rave net ot ara a eater Og Adie CMD, oe ETE eR Mba y Caetes a be te Sd ate (3,472) Sole 
Total Uses” x 25h. sac: 2058 Re wcoumnctoakekoauan oie, Cece merce BARE Rate eee eats (38,424) (26,477) 
Financing activities 
Proceeds. from long-term borrowings. ¢s< 4.5308 Gacs at Se cee eee Se ee ee 118,229 158,236 
Redtiction ‘of ‘long-terim:debt™ oi... 55's aoe notin cic, oaraaee eS aRe o ieee ee (110,615) (54,149) 
Increase},(deerease): inidebt.due withinvone ‘year... ween sho ina one ei 9,661 (56,841 ) 
Cash realized from: (used for), investments—" ce. 12 2. b's see le eee nie ee ee (2,057 ) 6,082 
Net’ Proceeds? test geet. Ha tats AES: AE OO, Se ER I: A et oe 15,218 53,328 
Increase in cash and short-term investments ..............--0.0ccece eee ceecececeteveeueesenees $ 100,070 $ 902 


See accompanying Notes to the Consolidated Financial Statements 
(Unaudited) of Inspiration Resources. 
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INSPIRATION RESOURCES CORPORATION 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited) 


1. In the opinion of Management, the accompanying unaudited consolidated financial statements and 
notes thereto contain all adjustments necessary to summarize fairly the financial position of Inspiration 
Resources Corporation (the Corporation) for the periods presented. 


Certain prior period amounts have been reclassified to conform with current period presentation. In 
addition, prior period per share data has been restated to reflect the 2% stock dividend paid December 21, 
1983. 


2. Per share data are based on the weighted average number of Common Shares which would become 
outstanding after allowing for the full exchange of Hudson Bay Mining and Smelting Co., Limited Special 
Shares and conversion of Class A Shares of the Corporation. 


3. On April 3, 1984, the Corporation and Danville Resources, Inc. (Danville) each transferred to 
Madison Resources, Inc. (formerly Madison Fund, Inc.) (Madison) certain oil and gas interests in exchange 
for which 53% of the common stock of Madison was issued to Danville and 73% (68% on a fully-diluted 
basis) of the common stock of Danville (excluding Danville shares held by Madison, which are accounted for 
as treasury stock) was issued to the Corporation (subject, in each case, to certain post-closing adjustments). 


4. Inventories consisted of the following: 
June 30, December 31, 


1984 1983 
(in thousands) 

Metals——aworkoin \processymtbocm rls sen by eae Sorter EYRE eee Ie BAG of ces ce be eeide Oa eal eame ee $ 59,830 $ 58,541 
finisheds 2OGds Wyaewo tence ears hae gS cets Ps rors ey EM BE eGo Siat Sie Sve sated iny Min slahe casa ee 13,855 4,223 
Agiculturalichemicals—swork in, PEOCESS. » .cist¥ Serest fk yd ake PEGS. o Hsianc ds SE basic a Halse eb eae ue 4,078 3,708 
HITNSHECL SC OOdS gh wick: teeters aha RES. ac Saistkaniin th 24 ya dalins eed: 46,369 48,530 

@oali—finishedseoods weary sem wee asy es ea oe RES PO NSE os oS eis A eT nwa oars . 934 1,366 
Materials: andssup plies soa ceeerrace errr ci nao Pee taeTe Stacie oie cl occ nEeueety ae Mee ny ae fate Bieter Nee 14,628 13,984 
AGOLEI Aes etn cites OCR FI AIRS st LS Us Rel ee aha, be act, ME meet we oa Ae Oe $139,694 $130,352 


5. On July 9, 1984, the Corporation executed a loan agreement with a group of banks that provides for 
borrowings up to a maximum of $425,000,000. The unsecured, eight-year; revolving credit and term loan 
arrangement provides for borrowings under a variety of interest formulas and is subject to a commitment fee 
of %% on unused portions. Proceeds of the initial loans thereunder will be used to repay borrowings under 
the Corporation’s existing long-term facilities and these facilities will be subsequently canceled. The new 
loan agreement imposes restrictions on the Corporation with respect to investments, liens and sales of assets 
and requires the Corporation to meet certain financial tests on a consolidated basis. 


Also on July 9, 1984, the $25,000,000 fixed rate borrowing made in February 1984 under an existing 
agreement was restructured under a separate agreement having substantially the same restrictions as the 
$425,000,000 agreement. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 
Cea 


To the Shareholders and Board of Directors 
of Madison Fund, Inc. 


We have examined the consolidated balance sheet of 
Madison Fund, Inc. and subsidiaries at December 31, 1983 
and the related consolidated statements of income, share- 
holders’ equity, and changes in financial position for the year 
then ended. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the cir- 
cumstances. We did not examine the financial statements of 
Danville Resources, Inc., an affiliated company. These state- 
ments were examined by another auditor whose report 
thereon has been furnished to us, and our opinion expressed 
herein, insofar as it relates to the equity in loss, net assets, 
and other financial information of Danville, is based solely 
upon the report of the other auditor. 


In our opinion, based upon our examination and the report 
of the other auditor, the consolidated financial statements 
referred to above present fairly the financial position of 
Madison Fund, Inc. and subsidiaries at December 31, 1983 
and the results of their operations and changes in their finan- 
cial position for the year then ended, in conformity with gen- 
erally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


COOPERS & LYBRAND 
1900 Three Girard Plaza 


Philadelphia, Pennsylvania 19102 
March 28, 1984 
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MADISON FUND, INC. AND SUBSIDIARIES 


REPORT OF OTHER AUDITOR 


The report of other auditor, Arthur Andersen & Co., is presented on the following page with respect to 
the 1983 consolidated financial statements of Danville. As noted in the report, Danville used the value 
method of accounting for its venture capital investments. Madison used the historical cost method of 
accounting for all its investments. In recording its equity in Danville’s loss, Madison has adjusted the venture 
capital investment of Danville from value method to historical cost to conform the accounting with its own 
policies. 
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REPORT OF INDEPENDENT - PUBLIC "ACCOUNTANTS 


To Danville Resources, Inc.: 


We have examined the consolidated balance sheet of 
Danville Resources, Inc. (a Delaware corporation) and subsidiaries 
as of December 31, 1983, and the related consolidated statements 
of operations, changes in stockholders' equity, and changes in 
financial position (not presented separately herein) for the year 
then ended. Our examination was made in accordance with generally 
accepted auditing standards and, accordingly, included such tests 
of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


As described more fully in Note 7 to Danville's financial 
statements, the fair values of Danville's venture capital investments, 
aggregating $16,988,000 (15% of consolidated total assets) at 
December 31, 1983, have been determined by management. We have 
reviewed the procedures applied by management in valuing such 
investments and have inspected underlying documentation. While in 
the circumstances the procedures appear to be reasonable and the 
Gocumentation appropriate, determination of fair values involves 
subjective judgment which is not susceptible to substantiation by 
auditing procedures. 


In our opinion, subject to the possible effect on the 
financial statements of the valuation of investments determined by 
Management as described in the preceding paragraph, the consolidated 
financial statements referred to above (not presented separately 
herein) present fairly the financial position of Danville Resources, 
Inc. and subsidiaries as of December 31, 1983, and the results of 
their operations and the changes in their financial position for the 
year then ended, in conformity with generally accepted accounting 
Principles applied on a basis consistent with that of the preceding 


Lethe. Code 


ARTHUR ANDERSEN & CO. 


New Yo.k, New York 
March) D7 984s 
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CONSOLIDATED BALANCE SHEET MADISON FUND, INC. AND SUBSIDIARIES 
5 ac eee ene 


SSE Oa LD a TEN ER EE TO IE RS IR SOD TE PSN MG RE SPH BEEP AS SOY TH ONE NS ARR TR ED ENS PN MORE BD oN TH STAIN RU CWS, 2 FE TES SLA OI POE EO TRA EN SAR 
December 31, 1983 


ASSETS 
Current assets 
Cash and U.S. Treasury securities $131,009,868 
Marketable securities 13,440,438 
Other current assets 1,211,960 
$145,662,266 
Oil and gas properties (full cost method) 12,054,322 
Investments 
Affiliates 107,907,539 
Other 7,174,260 
115,081,739 
Other assets 266,385 
$273,064,772 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 
Accounts payable and accrued expenses $ 5,103,855 
Income taxes 11,237,031 
$ 16,340,886 
the miOnGacmmalabities 2) 2 tg ae ere ee er a ee 697,875 
Deferred incometaxes ___— 1,090,885 
Shareholders’ equity 
Convertible preferred stock, Class A, 6% cum. $25 par value; 
215,532 shares authorized; 200,000 shares issued 5,000,000 
Common stock—$1 par value; 30,000,000 shares authorized; 
23,759,435 shares issued 23,759,435 
Additional paid-in capital 369,126,136 
Retaisecieaniigs pte a ge ee) ae ee 129,340,542 
Treasury stock, at cost (13,539,252 shares) (272,290,987) 
254,935,126 
$273,064,772 


The accompanying notes are an integral part of the financial statements. 


CONSOLIDATED STATEMENT OF INCOME MADISON FUND, INC. AND SUBSIDIARIES 


For the Year Ended s. December 31, 1983 
Revenue 
Interest $17,412,847 
Other 2 — 289,590 
17,702,437 
General and administrative expenses ‘ — me 5,682,818 
12,019,619 
Equity in loss of affiliates, net fi = : 3,316,461 
Income from continuing operations before income taxes 8,703,158 
Provision for income taxes 6,080,353 
Income from continuing operations 2,622,805 
Income from discontinued operations, 
less income taxes of $969,093 2,712,735 
Net income $ 5,335,540 
Earnings per common share 
Continuing operations $ .23 
Discontinued operations his .23 
Net income $ 46 
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY 
For the Year Ended December 31, 1983 
Class A Additional 
Convertible Common Paid-in Retained Treasury 
Preferred Stock = Stock __ Capital } Earnings © Stock 
Balances at December 31, 1982 $23,759,435 $360,951,242 $154,141,747 $134,682,042 
Adjustment to record deferred income taxes 
(Note 1) ; j (5,278,470) 
Balances at January 1, 1983, as adjusted __—= 23,759,435 360,951,242 148,863,277 134,682,042 
Issuance of preferred stock $5,000,000 5,000,000 
Equity in capital transactions of affiliate === 3,174,894 
Net income 5,335,540 
Dividends on preferred stock ($2.64 per share) ____ (528,000) 
Dividends on common stock ($1.50 per share) ____ (24,330,275) 
Purchase of treasury stock 137,608,945 
Balances at December 31, 1983 $5,000,000 $23,759,435 $369,126,136 $129,340,542 $272,290,987 
CELLED NOE ELLE IT SIO LIRIAS EI) D PAII INES SSIES SD I SINAN LESS AUIS ISTERED SE ETE ERATE GS HRT TE GRIT IT SEE SERA UG RT RIES SIE ES SE ST TITS IO TTR SS ET EET] 


The accompanying notes are an integral part of the financial statements. 
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ONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


MADISON FUND, INC. AND SUBSIDIARIES 


For the Year Ended 


December 31, 1983 


SOURCES OF FUNDS: 


Income from continuing operations $ 2,622,805 
Add items not affecting funds: 
Equity in loss of affiliates, net 3,316,461 
Deferred income taxes 2,630,921 
Other 536,133 
Funds provided by operations 9,106,320 
Income from discontinued operations, 
_adjusted for items not affecting funds (4,838,514) 
4,267,806 
Disposition of investments, net of gain 106,590,188 
Decrease in notes receivable 17,264,176 
Issuance of preferred stock 10,000,000 
Equity in capital transactions of affiliate 3,174,894 
Increase in income taxes currently payable 8,981,622 
Decrease in accounts receivable 1,650,000 
Decrease in accrued income 1,859,900 
Other 581,053 
Total sources of funds 154,369,639 
USES OF FUNDS: 
Investment in affiliates 104,703,243 
Acquisition of oil and gas properties 12,054,322 
Purchase of marketable securities 20,531,785 
Dividends 24,858,275 
Purchase of treasury stock 137,608,945 
Decrease in accounts payable and accrued expenses 4,754,156 
Other 827,433 
Total uses of funds 305,338,159 
Decrease in funds 150,968,520 
Cash and U.S. Treasury securities, December 31, 1982 281,978,388 
Cash and U.S. Treasury securities, December 31, 1983 $131,009,868 


LA LLL LO ESET EIDE SD MD BSL ST A SUT PS SUSI SP ANTS DE TAN EU OE HS AOE REDS RF DT STON IY RULE LT DSS TSN LT 
The accompanying notes are an integral part of the financial statements. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
eee ee: 


MADISON FUND, INC. AND SUBSIDIARIES | 
| 


EL SA SESS ERR TP 2 BE ON RS SER AY § SEED TES AOD a OTS SN a A IO DS RD Do SE ED) 


1. CHANGE IN STATUS 

Pursuant to a vote by the Corporation's shareholders in 1982 
to authorize a change in the nature of the Corporation's busi- 
ness from that of an investment company and the decision in 
January 1983 to pursue a course of action of investing pri- 
marily in the area of natural resources, particularly domestic 
oil and gas, the Corporation completed selling its invest- 
ment company portfolio and began investing in controlling 
interests in natural resource companies and in oil and gas 
properties in 1983. On November 1, 1983 an order was issued 
by the Securities and Exchange Commission declaring that 
the Corporation was no longer registered as an investment 
company. Accordingly, the investment company activities in 
1983 are presented as discontinued operations and the Cor- 
poration’s new business (continuing operations) in 1983 are 
accounted for on the basis of historical cost in accordance 
with generally accepted accounting principles for operating 
companies as opposed to value accounting for investment 
companies. Furthermore, prior years’ financial statements 
have not been presented since they are not comparable with 
current activities. However condensed financial data for prior 
years is presented in Note 13 for informational purposes. 


As a result of the change in its business, the Corporation no 
longer qualified as a regulated investment company under 
Subchapter M of the Internal Revenue Code. Consequently, 
the Corporation became subject to federal, state and local 
income taxes commencing January 1, 1983 and recorded an 
adjustment of $5,278,470 to retained earnings for deferred 
income taxes on cumulative timing differences, relating prin- 
cipally to net unrealized appreciation of investments, at that 
date. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Principles of Consolidation 

The consoiidated financial statements include the accounts 
of the Corporation and of its wholly-owned subsidiaries, 
Madison Resources, Inc. and Madison Ventures, Limited. The 
Corporation’s investments in affiliates are accounted for by 
the equity method. Affiliates are companies in which the Cor- 
poration’s voting stock interest is 20% or more or where it is 
deemed that the Corporation has significant influence over 
operating and financial policies. The difference between the 
carrying amounts of investments in affiliates and the under- 
lying equity in net assets is being amortized based on an 
allocation of such difference to appropriate assets and lia- 
bilities of such affiliates at time of acquisition. The Corpora- 
tion's investment in oil and gas joint venture activities is 
accounted for on the proportionate consolidation method. 


Investments 

U.S. Treasury and marketable securities are carried at the 
lower of aggregate cost or market. Other investments are 
Carried at cost. 


Oil and Gas Properties | 
The Corporation uses the full cost method of accounting for 
oil and gas exploration and production activities. Under this 
method of accounting, the costs of unsuccessful as well as 
successful exploration and development activities are cap- 
italized and are subsequently amortized to expense using the 
unit of production method. All costs associated with the 
acquisition and evaluation (primarily geological and geo- 
physical costs) of unproved properties are excluded from the 
amortization computation until it is determined whether or 
not proved reserves can be assigned to such properties. All 
such properties are assessed at least annually to ascertain 
whether impairment has occurred. While proved reserves 
were discovered by year-end 1983 on certain of the Corpora- 
tion's oil and gas properties, production had not yet com- 
menced and, therefore, there was no amortization of costs 
capitalized with respect to these reserves. Should the net 
capitalized costs, excluding the costs of unevaluated proper- 
ties, exceed the estimated present value of oil and gas 
reserves, such excess would be charged to expense. Pro- 
ceeds from disposals of oil and gas properties are applied as 
reductions of capitalized costs. 


Income Taxes 

Deferred income taxes are provided for items which are 
reported for income tax purposes in different periods than 
recognized for financial reporting purposes. Investment tax 
credits are recognized on the flow-through method. 


Deferred Compensation 

The Corporation has deferred compensation agreements 
with certain of its officers for which compensation costs are 
accrued over the respective officers’ estimated periods of ser- 
vice to the Corporation. 


Earnings Per Common Share 

Earnings per common share is determined by dividing net 
income by the weighted average number of common shares 
and common share equivalents outstanding during the year. 
Common share equivalents consist of common stock which 
may be issuable upon exercise of convertible preferred stock. 
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3. DISCONTINUED OPERATIONS 

Revenues and expenses for 1983 related to activities as an 
investment company have been classified as discontinued 
operations in the accompanying Consolidated Statement of 
Income as follows: 


Investment income $1,374,363 
Operating expenses 2,027,557 
Net investmentloss — $ 653,194 
Realized gains on investments, net of 
change in unrealized appreciation 
recorded in prior years 4,335,022* 
$3,681,828 
Provision for income taxes 969,093 
Income from discontinued operations $2,712,735 


[SSE ERS GI ae BS SOM ASD e AE 5 RIL NS PEDRO RLS LS A ec ET BD Ts 2 NE ES FO 
Includes adjustments to change the carrying amount of investments not sold 
from the value method of accounting to historical cost (see Note 1) which 
increased income by $1,900,371, net of related income taxes of $988,652. 


4. OlL AND GAS PROPERTIES 

In July 1983, the Corporation entered into a joint venture 
agreement with Conquest Exploration Company to partici- 
pate in an exploration and development program to the 
extent of up to $50 million. As of December 31, 1983 the 
Corporation had contributed $12.1 million for the acquisition, 
exploration and development of oil and gas properties, 

and is committed to an additional $12.9 million through 
June 30, 1984. 


5. INVESTMENTS IN AFFILIATES 
The Corporation's investments in affiliates at December 31, 
1983 is comprised of the following: 


Carrying Percentage of 

Amount Voting Stock 

Danville Resources, Inc. $ 49,375,176 38.4 

Conquest Exploration Company 48,323,997 25.1 

Accutest Corporation 2,342,463 70.0 

Appalachian Company 7,865,903 18.0 
$107,907,539 


In 1983, the Corporation acquired 90,867 shares of Danville, in 
exchange for 120,000 convertible preferred shares of Sigma 
Resources Group, Inc., a $15 million subordinated note due 
from Danville and $10.8 million. The Corporation may receive, 
under terms of an agreement with Danville, additional shares 
of Danville stock (see Note 11). Shares acquired are subject to 
resale restrictions and have registration rights under certain 
circumstances. During 1983, Danville issued additional com- 
mon shares at amounts in excess of its net book value per 


share. These capital transactions increased the shareholders’ 
equity and the investment in Danville by $3,174,894. Danville 
follows the full cost method of accounting for its oil and gas 
exploration and production activities. 


In July 1983, the Corporation, through its wholly-owned sub- 
sidiary Madison Resources, Inc., purchased 5.2 million shares 
of common stock and 2 million warrants of Conquest, a 
publicly-owned company engaged in the exploration, 
development and production of oil and gas, for $48.1 million. 
The warrants can be exercised at $9.75 per share through 
February, 1987. The shares are subject to resale restrictions 
and the Corporation has agreed not to acquire more than 
30% of Conquest’s outstanding common stock. Conquest fol- 
lows the full cost method of accounting for its oil and gas 
activities. 


In August 1983, the Corporation, through its wholly-owned 
subsidiary Madison Ventures Ltd., purchased stock of 
Accutest Corporation for $2 million. Accutest is a privately- 
held company engaged in engineering, manufacturing and 
marketing automatic test equipment for semiconductor man- 
ufacturers and users. 


In prior years, the Corporation purchased 588,167 shares of 
common stock and $5,601,000 principal amount of deben- 
tures of Appalachian Company, a privately-held company. 
The securities are subject to resale restrictions. 


Asummary of the combined financial information of affili- 
ated companies at December 31, 1983 and for the year then 
ended is presented below (dollars in thousands): 


Current assets $ 62,663 
Noncurrent assets 211,416 
Current liabilities (34,482) 
Noncurrent liabilities (68,530) 
Redeemable preferred stock (5,431) 
Minority interest (4,715) 
Net assets $160,921 
Corporation's equity in net assets 

of affiliates $ 51,783 
Net sales $ 48,366 
Costs and expenses (55,538) 
Minority interest in loss 2,191 
Net loss $ (4,981) 
Corporation's equity in net loss of affiliates $ (3,316)* 


*Includes adjustments to conform certain accounting policies and the amortiza- 
tion of excess purchase cost. The loss results principally from Danville for 
$4,690,000. 


6. OTHER INVESTMENTS 

The Corporation's other investments of $7,174,260 represents 
various investments in oil and gas exploration and produc- 
tion activities. 
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7. INCOME TAXES 
The provision for income taxes consists of the following: 


Continuing Discontinued 
Operations Operations Total 
Current 
Federal $3,364,603 $5,376,481 $8,741,084 
State and local 84,829 155,709 240,538 
Deferred 2,630,921 (4,563,097) (1,932,176) 
$6,080,353 $ 969,093 $7,049,446 


The sources of the timing differences which gave rise to 
deferred taxes and the tax effects are shown below: 


Continuing Discontinued 


Operations Operations Total 
Amortization of discount on U.S. 
Treasury securities Mee $1383;797 — $ 1,383,797 
Oil and gas exploration and 
development costs 1,203,828 — 1,203,828 
Partnerships’ tax losses 554,196 _ 554,196 
Excess of book over tax bases of 
investments sold _ — $ (266,156) (266,156) 
Unrealized appreciation of invest- 
ments recorded in prior years __ (588,318) (4,205,938) (4,794,256) 
Equity in income of affiliates 227,763 — 227,763 
Other, net (150,345) (91,003) (241,348) 
$2,630,921 $(4,563,097) $(1,932,176) 


The effective income tax rates for financial reporting pur- 
poses differ from the statutory Federal income tax rate as 
a result of the following factors: 


Continuing Discontinued 


- bitten siliath Operations Operations 
Statutory Federal income tax 
rate 46.0% 46.0% 
Equity in loss of affiliates, net _ 23.1 — 
Capital (gains) loss,net 2 (17.7) 
Dividendexclusion __— (0.6) (3.6) 
State and local taxes, net of Federal 
benefit _ 1.6 1.0 
Other, net (1.4) 0.6 
Effective income tax rate 69.9% 26.3% 
Income tax liabilities at December 31, 
1883 consist of: 
Income taxes 
Currently payable D heen $ 8,981,622 
Current deferred 2,255,409 
$11,237,031 
Noncurrent deferred income taxes $ 1,090,885 


i 
o 
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8. CONTINGENCIES AND COMMITMENTS 

Litigation 

In 1981, the Corporation brought an action against certain 
officers and directors of AM International, Inc. alleging that 
the defendants violated various federal and state securities 
laws in connection with the sale of 1,636,000 shares of AMI 
common stock to the Corporation. The complaint seeks 
recevery of damages of not less than $24,000,000, and also 
names as defendants the financial advisor for AMI in the 
stock sale and auditing firm of AMI at the time of the sale. 
The Corporation is unable to predict the outcome of the legal 
action on its behalf. 


In January 1984, an amended complaint was filed in an exist- 
ing shareholder derivative action against the Corporation and 
certain of its present and former directors. The action alleges 
various breaches of fiduciary duty owed by the directors in 
connection with the proposed but abandoned merger with 
Warner Communications Inc. and the January 1983 decision 
(i) to remain an independent company emphasizing domes- 
tic oil and gas and (ii) to enter into an agreement for the 

sale of equity in the Corporation to a private company. The 
action seeks rescission of the above-described agreement, 
injunctive relief and damages. The Corporation and the direc- 
tor defendants believe the claims set forth in the action are 
without merit. 


9. RETIREMENT PLAN 

The Board of Directors voted to terminate the Corporation's 
Retirement Plan effective April 1, 1983. Approximately 
$812,900 excess assets from the Plan will be returned to the 
Corporation of which $714,900 is reflected in income from 
discontinued operations. 


10. SHAREHOLDERS’ EQUITY 

Preferred Stock 

On January 27, 1983, the Corporation entered into an agree- 
ment with Phidel Corporation N.V. (“Phidel”) under which the 
Corporation issued 200,000 shares of Convertible Preferred 
Stock, Class A, $25 par value (the “Preferred Stock”), subject 
to certain restrictions, for $10 million (see Note 11). Each share 
of the Preferred Stock is entitled to a 6% cumulative annual 
dividend and is convertible into 2.1834 shares of common 
stock. The conversion rate is subject to adjustment in the 
event of stock dividends, stock splits and similar events. Divi- 
dends in arrears may be converted into Common Stock at 
$50 per share. The Preferred Stock is redeemable at the 
option of the Corporation after January 31, 1988 at $50 a 
share plus accrued dividends and, under certain circum- 
stances, the Corporation has a right of first refusal related to 
sales of Preferred Stock. 


Treasury Stock 
On March 4, 1983, the Corporation purchased 6 million shares 
of its common stock for $137,608,945, including expenses, 
pursuant to a tender offer to all its shareholders commencing 
on February 9, 1983. These shares were purchased at a price 
of $22.90 per share. 


11. SUBSEQUENT EVENTS 

On March 8, 1984, the Corporation entered into an agreement 
with Inspiration Resources Corporation, Danville Resources, 
Inc. and certain Danville subsidiaries. Subject to regulatory 
approval, the Corporation will acquire all of the common 
stock of Trend International Limited and Trend Exploration 
Limited and 4,385,062 common shares (27%) of Adcbe Oil & 
Gas Corporation from Inspiration and 4,310,046 common 
shares (36%) of Marline Oil Corporation and 1,040,069 com- 
mon shares (6%) of Aberford Resources Limited from Dan- 
ville in exchange for the issuance to Danville of 11,070,077 
shares of the Corporation's common stock held in treasury 
valued at $265,681,848 ($24 per share) and the issuance by 
Danville to Inspiration of 391,698 common shares of Danville’s 
common stock. In addition, the agreement provides that, 
upon the receipt thereof by Danville, Danville shall transfer to 
the Corporation 671,287 additional Marline common shares 
and $1,427,544 principal amount of Promissory Notes of 
Marline, convertible into 178,443 shares of Marline common 
shares, which Danville may acquire. In consideration for the 
transfer of these interests, the Corporation shall transfer addi- 
tional treasury shares to Danville, at the rate of one share for 
each three shares of Marline common shares and one share 
for each $24 principal amount of Promissory Notes. Addi- 
tionally, Danville will issue 8,750 of its common shares to the 
Corporation pursuant to an agreement entered into in 1983. 
As a result, Inspiration will own approximately 58% of the 
common shares of Danville on a fully diluted basis, Danville 
will own 53% of the outstanding shares of the Corporation 
and Corporation's interest in Danville will be reduced to 
approximately 15%. 


The agreement also provides for the possible issuance of 
further shares of the Corporation to Danville and Danville 
shares to Inspiration at the same value based on a subse- 
quent evaluation of certain of Trend Exploration’s U.S. oil and 
gas interests. As part of the agreement, the Corporation has 
also agreed to issue to Danville a 5-year warrant to purchase 
up to 2.2 million shares of the Corporation's common stock 
at $24 per share and Danville has given the Corporation the 
option to resell to Danville the Aberford and Marline interests 
at purchase cost at the end of three years. 


On March 19, 1984 a purported class action was filed in Dela- 
ware Chancery Court on behalf of a shareholder of the Corpo- 
ration against the Corporation, certain present and former 
directors of the Corporation, Inspiration Resources Corpora- 
tion and Danviile Resources, Inc. challenging a series of trans- 
actions among the corporate defendants. The complaint 
accuses the defendants of entrenchment and manipulation 
of corporate machinery, violation of a New York Stock 
Exchange Company Manual provision, breach of fiduciary 
duty and conspiracy. Plaintiff seeks, among other things, 
injunctive relief to prevent the transactions from occurring, to 
condition the transactions on prior shareholder approva! or, if 
the transactions are consummated, rescission of the transac- 
tions and an injunction preventing Danville from voting any 
of the Corporation's shares it receives in the transactions. in 
the alternative, Plaintiff seeks damages. The Corporation 
believes that the action is without merit. 


On January 11, 1984, the Corporation through a wholly- 
owned subsidiary purchased all of the outstanding stock of 
Vanderbilt Energy Corporation, an oil and gas exploration, 
development and production company, for $26.1 million. 


On March 2, 1984, the Corporation repurchased 200,000 
shares of its Preferred Stock, representing all of the outstand- 
ing shares of Preferred Stock, for an aggregate purchase price 
of $12,000,000, and 12,600 shares of common stock for an 
aggregate purchase price of $206,325 from Phidel. The Cor- 
poration and Phidel also cancelled their agreement by which 
Phidel was obligated to purchase $40,000,000 of the Corpora- 
tion's common stock over a three year period. 


12. QUARTERLY FINANCIAL DATA (UNAUDITED) 
Selected quarterly financial data of the Corporation and 
its subsidiaries are presented below for the year ended 
December 31, 1983 (dollars in thousands, except per share 


amounts): 


SE aT I TTL I EE 
March 31, June30, Sept.30, Dec. 31, 
1983* 1983* 1983 1983 


Revenues from continuing operations $5,925 $4419 $3,987 $3,371 


Income from continuing operations 1,516 BAizZ5 1,200  (1,268)** 
Income from discontinued operations 2,598 6 198 (89) 
Net income $4,114 $1,181 $1,398 $(1,357) 
Earnings per common share 
Continuing operations ___—————s—<C—«~&S 1. $.11 $.11 $(.11) 
Discontinued operations 18 - 102%.) We COT} 
Net Income $.28 $.11 $.13 $(.12) 


*Restated. Until the Corporation received an order of deregistration (see Note 
1), it was required to report as an investment company. Thereafter, it began to 
report as an operating company and account for its continuing operations on 
the basis of historical cost as opposed to value, retroactive to January 1, 1983. 

**Includes $(2,082) equity in loss of affiliate reflecting writedowns of capitalized 
costs of the affiliate’s oil and gas properties to a ceiling level under the full cost 
method of accounting. 
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13. PRIOR YEARS’ FINANCIAL DATA 


The change in the Corporation's status from an investment 
company to an operating company (see Note 1) resulted in 
the Corporation's financial data for current activities not 
being comparable with prior years’ financial data. Prior years’ 
financial statements are presented belcw on a condensed ba- 
sis for informational purposes. The Corporation's Form 10-K 
for the year ended December 31, 1983 contains prior years’ 
financial statements in their entirety as previously issued. 


CONDENSED STATEMENT OF ASSETS, LIABILTMES AND CAPITAL 


December 31, 1982 


ASSETS 


Investments, at value $136,735,910 
Cash and short-term money market 
instruments, at value 255,177,688 
Other 22,423,273 
TOTAL ASSETS 414,336,871 
UABILTMES 10,166,489 
Net assets applicable to 
outstanding capital shares— 
$24.92 per share $404,170,382 
CAPITAL 
Common stock—$1 par value: 
Shares authorized: 30,000,000 
Shares issued: 23,759,435 $ 23,759,435 
Additional paid in capital _ 360,951,242 
Undistributed net investment 
income 4,027,870* 
Undistributed net realized gain from 
security transactions 140,894,947 * 
Unrealized appreciation of 
investments 9,218,930* 
Less 7,539,252 shares in treasury, at cost 134,682,042 
TOTAL CAPITAL $404,170,382 


*As a result of the change in the Corporation's status to an operating company, 
these accounts are reclassified to retained earnings at December 31, 1982 as 


follows: 


Undistributed net investment income 


Undistributed net realized gain from security transactions 


Unrealized appreciation of investments 


Retained earnings, December 31, 1982, as reclassified 


$ 4,027,870 
140,894,947 
9,218,930 


$154,141,747 
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CONDENSED COMPARATIVE STATEMENTS OF OPERATIONS 


For the Year Ended December 31, 1982 1981 
INVESTMENT INCOME: 
Dividends $13,326,130 $ 14,183,604 
Interest 13,959,099 19,637,272 
Other 515,802 69,750 
TOTAL INCOME 27,801,031 33,890,626 
EXPENSE: 
Salaries 3,330,137 2,452,193 
Incentive and retirement plan 
expenses 954,614 602,609 
Professional fees and expenses 2,517,393 1,873,716 
Merger related fees andexpenses ___ 2,695,581 oe 
Miscellaneous expenses 2,473,612 1,882,453 
TOTAL EXPENSES 11,971,337 6,810,971 
NET INVESTMENT INCOME $15,829,694 $ 27,079,655 
REALIZED AND UNREALIZED GAIN 
(LOSS) ON INVESTMENTS: 
Realized gain from security 
transactions $21,066,995 $ 143,269,730 
Provision for capital gains taxes — (43,243,931) 
Net realized gain 21,066,995 100,025,739 
Unrealized appreciation of investments: 
Beginning of period 23,165,033 241,002,766 
End of period 9,218,930 23,165,033 
Decrease in unrealized appreciation (13,946,103) (217,837,733) 
NET REALIZED AND UNREALIZED 
GAIN (LOSS) ON INVESTMENTS $ 7,120,892 $(117.811,934) 


composite closing market prices on the last business day of the period; securi- 


CONDENSED COMPARATIVE STATEMENTS OF CHANGES IN NET ASSETS 
a ties traded in the over-the-counter market and listed securities for which no sale 


For the Year Ended December 31, ee Bel was reported on that date are valued at closing bid prices. U.S. Treasury Bills 
FROM INVESTMENT ACTIVITIES: and Notes are valued at closing bid prices. Repurchase agreements are valued 
Net investment income $ 15,829,694  $ 27,079,655  atcost. 

Dividends to shareholders: The Corporation invests in restricted securities in accordance with its objectives 
1982—$1.25 per share; for a non-diversified portfolio with long range investment potential. Invest- 
1981—$.88 per share = (25,171,991) (20,215,748) — ments subject to resale restrictions and notes receivable are valued by the 

Increase (decrease) in undistributed Directors after giving consideration to operating results and financial condition 
NaLiRUGsnent income (9,342,297) 6,863,907 of the issuers, future prospects, the market value of unrestricted securities of 

the same class and any other available information. Restricted securities, 
Net realized gain from security exclusive of notes receivable, had an aggregate value of $36,568,810 at 

transactions, after provision for December 31, 1982. 

capital gains taxes of $43,243,931 The cost of investments sold, excluding U.S Government Securities, is deter- 

{0 1981 : 21,066,995 100,025,799 mined using the average cost method for financial reporting purposes and the 

Distributions to shareholders— specific identification method for income tax purposes. The cost of U.S. Gov- 
security transactions: ernment Securities sold is determined on the basis of identified cost. Security 
1982—none; 1981—$3.02 per share _ (67,333,422) transactions are accounted for on the trade date. Dividend income is recorded 

rosea Praceuinolated het on the ex-dividend date; interest income is recorded on the accrual basis. For 

; ; investments in controlled affiliates, dividends received in excess of earnings 
realized gains 21,066,995 32,692,377 since dates of acquisition are credited to investment cost for financial reporting 
Decrease in unrealized appreciation purposes. 
of investments (13,946,103) (217,837,733) income Taxes—No provision is made for income taxes on taxable ordinary 
Decrease in net assets derived income as long as the Corporation continues to qualify as a regulated invest- 
from investment activities (2,221,405) (178,281,449) Negi relly hee provisions of the eae ee a pala 
all of its taxable ordinary income to its shareholders (see Note 1). The Corpora- 
FROM CAPITAL SHARE TRANSACTIONS: tion may retain and reinvest on behalf of its shareholders, substantially all net 
Value of common shares issued from realized long-term capital gains and pay capital gains taxes thereon. The Direc- 
treasury in connection with dividends tors voted in 1982 to distribute such gains and in 1981 to retain such gains. 
eh alo sabi as 29,120,414 Retirement and Incentive Plans—Accrued retirement and incentive plan costs 
ead Galati are funded. The past service costs with respect to the retirement plan were fully 
Purchase of treasury shares: funded in prior years. 
1982—6,520,817 shares; (114,030,195) ae , : 
1981—817,646 shares (16,509,302) Organization—As an internally-managed investment company, the Corpora- 
tion pays no management fees to outside persons in connection with research, 
NET DECREASE IN NET ASSETS (116,251,600) (165,670,337) selection and supervision of investments although fees are paid to unaffiliated 
Net assets: persons (consulting engineers, etc.) for surveys, etc. 
Beginning of period 520,421,982 686,092,319 Note B: In 1981, the Corporation sold 1,262,811 shares of treasury stock to share- 
End of period $404,170,382  $520,421,982 holders with a value of $29,120,414, of which $3,066,939 was credited to capital 


surplus. The Corporation repurchased 527,800 shares in 1982 and 817,646 
shares in 1981 of its Common Stock. In addition, the Corporation purchased, in 
1982, 5,983,017 shares of its Common Stock pursuant to a tender offer to all 
shareholders. 


Notes to Condensed Financial Statements 


Note A: The Corporation was registered under the Investment Company Act 
of 1940, as amended, and was a non-diversified, closed-end management 
company (see Note 1). The following is a summary of significant accounting 
policies consistently followed by the Corporation as an investment company. 


Note C: Certain quarterly financial information (unaudited) is presented below 
for the year ended December 31, 1982 (in thousands of dollars except for per 


Securities—Investments are carried at value in the accompanying condensed share amounts): 


financial statements. Securities traded on a securities exchange are valued at 


March 31, 1982 June 30, 1982 Sept. 30, 1982 Dec. 31, 1982 
Per Share Per Share Per Share } Per Share 
Total investment income $ 7,442 $ 7,678 $ 6,850 $ 5,831 
Net investment income 5,418 $ .24* 5,531 $ .25* 4,323 $ .24** 558 $ .07** 
Net realized gain (loss) and change in unrealized 
appreciation (48,083) (2.08) (8,369) (.38) 28,291 1.69 35,282 2.14 


*Computed on basis of a share of common stock outstanding. 


**Computed on basis of weighted average month-end shares outstanding. For the fourth quarter of 1982, net investment income was reduced by $.17 


per share as a result of expenses incurred in connection with a terminated merger agreement with Warner Communications Inc. 
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SUPPLEMENTAL INFORMATION TO THE CONSOLIDATED 
FINANCIAL STATEMENTS (UNAUDITED) 


\ 


MADISON FUND, INC. AND SUBSIDIARIES 


CiL AND GAS RESERVES AND RELATED FINANCIAL DATA 
(dollars in thousands) 

The following statistical summaries set forth certain 
information regarding the company’s oil and gas properties 
(all Canadian values are expressed in U.S. dollars) 


Oil and Gas Reserves 


Proved developed and undeveloped reserves at 

December 31, 1982 _ 
Discoveries and other additions 
Proved reserves at December 31, 1983 


Proved Developed Reserves at December 31: 
1982 
_1983, ae 
Corporation's proportional interest in proved reserves of 


investees accounted for by the equity method at December 
31, 1983 


Oil (MbbIs) Gas (MMcf) 
United United 
States Canada _ Total States Canada Total 
168 168 3,940 3,940 
168 168 3,940 3,940 
168 : 168 3,940 3,940 
795 129 924 9,354 14,603 23,957 


Proved reserves are estimated quantities of crude oil, natural 
gas and natural gas liquids which geological and engineering 
data indicate with reasonable certainty to be recoverable in 
future years from known reservoirs under existing economic 
and operating conditions. 


Proved developed reserves are the quantities of oil and gas 
expected to be recovered through existing wells with existing 
equipment and operating methods. 


The Corporation considers such estimates to be reasonable, 
however, due to inherent uncertainties and the limited nature 
of reservoir data, estimates of underground reserves are 
imprecise and subject to change over time as additional 
information becomes available. 
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Capitalized Costs Relating to Oil and Gas Operations 


December 31, 1983 Ge united States. all 2eN 8 Canada (se oF earatEy 


Oil and gas properties : 

Unproved __ be ' a $ 9,073 $ 9,073 

Proved ir 2,981 yusganran tte! eee ee IO 
Net capitalized costs . $12,054 tessa Prete read 
Corporation's share of equity method 

investees’ net capitalized costs $44,998 $1,553 $46,551 


Costs Incurred in Oil and Gas Property Acquisition, Exploration, 


and Development Activities 
For the Year Ended December 31, 1983 United States Z ey CaneCa ee oe aa lal 
Acquisition of properties, unproved $ 4,510 $ 4,510 
Exploration costs ‘ 7,544 - : ehbetnd D444 
Corporation's share of equity method investees’ cost of 

property acquisition, exploration, and development $ 3,515 $(61) $ 3,454 
Results of Operations for Producing Activities 
For the Year Ended December 31, 1983 United States _ , __Canada ey «etal 
Corporation's share of equity method investees’ results of 

operations for producing activities $(530) $ 10 $(520) 


F-43 


Discounted Future Net Cash Flows from Proved Reserves 


At December 31, 1983 


Future cash inflows 

Future production costs 
Future development costs 
Future income tax expenses 


Net future cash flows __-- 
Discount at 10% for timing of cash flows 


Discounted future net cash flows from proved reserves 


Corporation’s share of equity method investees’ discounted 
future net cash flows 


United States Canada Total 
$18,958 $18,958 
1,953 1,953 

54 54 

6,744 6,744 
10,207 10,207 
2,/13 2-73 

$ 7,494 $ 7,494 
$25,811 $4,246 $30,057 


The discounted future net cash flows from estimated 
production of proved oil and gas reserves after income taxes 
is presented in accordance with the provisions of Statement 
of Financial Accounting Standards No. 69, ‘‘Disclosures about 
Oil and Gas Producing Activities” (SFAS No. 69). In comput- 
ing this data, assumptions other than those mandated by 
SFAS No. 69 could produce substantially different results. 
The Corporation cautions against viewing this information as 
a forecast of future economic conditions or revenues. 


The standardized measure of discounted future net cash 
flows is determined by using estimated quantities of proved 
reserves and taking into account the future periods in which 


they are expected to be developed and produced based on 
year-end economic conditions. The estimated future 
production is priced at year-end prices. The resulting 
estimated future cash inflows are reduced by estimated 
future costs to develop and produce the proved reserves 
based on year-end cost levels. The pretax future net cash 
flows are then reduced further by deducting future income 
tax expenses determined by applying the appropriate year- 
end statutory tax rates to the future pretax net cash flows, 
less the tax basis of the properties involved. The resultant 
future net cash flows are reduced to present value amounts 
by applying the SFAS No. 69 mandated ten percent 
discount factor. 


MADISON RESOURCES, INC. AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 


June 30, 1984 and December 31, 1983 


ASSETS 

Current assets 
(Washwandew ss Wht CASULy SeCUTILIES Gece a Sangha. sggtea ayn. t cay ap taaaiy arte nia Re ta tues vidos ee 
Marketabletsecunitiess (aie fc tcen ies aS. Pe CERT oo Fees Rae LB Dans 
INCCOUTIES LECORU ADE cas. 355% TRI foe ok PAA ts Lae a oe Gc AAR clk) sm aes 


OUHETACULTENItTASSELS eet hg. etree eee re te eed Dee eee ae Oe 


Oil and gas properties (full cost method ) 


Less: accumulated depletion, depreciation, and amortization ....................52005- 


Investments 


Affiliates 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 
ACEOUIILS PAVable Ald ACCIUCU EXPENSES Oe oe nian Be ease ee oe Seine Bef Oi nS Oh Ales 


Income taxes 


Otherronig-termi liabilities ire etn ce es eee) SA aye oe eT RR Neots A RU ye RR 8 ee 


Deferred income taxes 


Shareholders’ equity 


Convertible preferred stock, Class A, 6% Cumulative $25 par value; 215,532 shares author- 
1ZEd LOO OOO SHATESMiSSUCC escent eee te eae ee ee Tere etn eae east) OR ones eR 


Common stock — $1 par value; 30,000,000 shares authorized; 23,759,435 shares issued 
Additionalepaid-intcapital eer reece aire Peay ere re eer ee aarrn cine me usiaer 
Unrealized loss on noncurrent marketable equity securities .....................02-2--. 
Retained’ Gariirigs ge: feets cata eo Wap Oe al ewe Gre hse are tee SO Sei, hate caer nA ts 
Treasury stock, at cost: 


Preferred — 200,000 shares 


Common — 8,870,299 shares at June 30 1984 (including 1,780,934 shares held through 
affiliate — see Note 2); 13,539,252 shares at December 31, 1983 ........ 


June 30, 
1984 


(Unaudited) 


$101,361,328 
123,605 
8,850,002 


3,500,333 


113,835,263 


152,653,229 


4,927,002 


147,726,227 


207,470,703 


22,996,889 
230,467,592 
8,289,577 
$500,318,659 


$ 14,299,327 


5,091,969 
19,391,296 
1,380,918 
3,184,230 


5,000,000 
23,759,435 
413,778,919 
(2,157,810) 
132,608,943 


(12,000,000) 


_(84,627,272) 
476,362,215 


$500,318,659 


The accompanying notes are an integral part of the financial statements. 
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December 


31, 1983 


$131,009,868 
13,440,438 


1,211,960 


145,662,266 


12,054,322 


12,054,322 


107,907,539 


7,174,260 
115,081,799 
266,385 


$273,064,772 


$ 5,103,855 


11,237,031 
16,340,886 
___ 697,875 


1,090,885 


5,000,000 
23,759,435 
369,126,136 


129,340,542 


(272,290,987) 
254,935,126 


$273,064,772 


MADISON RESOURCES, INC. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF INCOME 


Three Months and Six Months Ended June 30, 1984 


(Unaudited ) 


Revenues 
Oiltand*gas’salests ses sone ered toe nee ee nee eee 
INtETeSty est RR eine ee Means cocci eee ere 


Costs and expenses 
Production andtoperating ys" a eee en eee eects 


Depletion, depreciation and amortization 
General and administrative 


Equity in loss of affiliates, net 


Income from continuing operations before income taxes 


Provision: fortincomietaxesiy.o is.) eee ee eee oe eee 


Income from continuing operations .................-00-00005 
Income from discontinued operations, less income taxes of $36,696 and 
SIKO057154; respectivel ya M79, 5.5/5, O25 05.6 0m 01 seca stern ee 


INGE INCOMES EAA ered ed oe hs Rae eeceel ae A MD Aa CORA rag ear a 
Earnings per common share 


Continuing operations = sercscckrace. tine cue re oe ee 
Discontinued soperationsine seas ene ein eee ae eee 


Weighted average shares outstanding 


Three months ended 
June 30 

1984 1983° 

$15,511,881 $ — 
2,806,411 4,418,666 

691,129 — 
19,009,421 4,418,666 

4,638,170 _— 

4,231,975 a 
3,724,422 1,181,754 
12,594,567 1,181,754 
761,678 544,803 
5,653,176 2,692,109 
3,867,849 1,517,053 
1,785,327 1,175,056 
— 5,808 
$ 1,785,327 $ 1,180,864 

.09 $ itl 

.09 $ At 
19,693,392 10,656,863 


Six months ended 


June 30 

1984 1983° 

$17,314,387 $ = 
5,825,389 10,343,547 

2,610,109 aa 
NG OT arate 
26,464,336 — _ 10,343,547 

4,961,502 at 

5,094,128 = 
__5,385,375 —__ 2,893,715 
15,441,005 _ 2,893,715 
__ 1,477,621 _1,307,613 
9,545,710 6,142,219 
_ 6,127,309 _3,451,455 
3,418,401 2,690,764 
; = 2,604,064 
$ 3,418,401  $ 5,294,828 

ee ¢ yet 
a ey ee 
; ee os re 
15,103,539 12,680,121 


* Restated. Until Madison received an order of deregistration from the Securities and Exchange 
Commission on November 1, 1983, it was required to report as an investment company. Thereafter, it began 
to report as an operating company and account for its continuing operations on the basis of historical cost as 
opposed to value, retroactive to January 1, 1983. The restatement had a net effect of decreasing net incorne 
by $247,136 for the three month period ended June 30, 1983 and increasing net income by $1,684,474 for the 


six-month period ended June 30, 1983. 


The accompanying notes are an integral part of the financial statements. 


F-46 


MADISON RESOURCES, INC. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 
(Unaudited) 


Six Months Ended June 30, 1984 and 1983 


Six Months Ended 


June 30, 
1984 1983° 
SOURCES OF FUNDS ‘of rea 
INGtZiInCOTTE See eRe ee ee ee Sted siepeare sea erat eae Gist LG we Re aR Nes $ 3,418,401 $ 5,294,828 
Items not affecting funds: 
Equityir loss Of atiates nella Seria uc Neel. Cee Ae td eee ota UE 1,477,621 1,307,614 
Deferred incomes taxes cll dos oh esc: enc eee ers eed bes dae. Peete thera, seen ier 2,093,344 295,308 
Depreciation, depletionvand! amortization. =} esyjor1c2 esr. eRe Le toc 5,094,128 — 
Other ease cr Bae ae ee Les he NE eM cl co a ning RII Co ce 434,627 (1,469,780) 
Fands provided shyjoperations savas ches; ares els. tis eres GbE. Able 12,518,121 5,427,970 
Disposition of marketable securities, net of gain ........... 0.00 ccc cece cece eee ee eee 13,440,438 74,602,038 
Issuance OF WeasUry, SHATES oO a ce iy see Oe EA Ba ora d. fe ECs os 275,579,688 — 
Reductionsoiminvestinentsersrea wee ices ce ee ia Sepa 3 Ae ac omc e catty emcan cak Paseo t te 40,049,261 — 
Decrease inenotesslrecelVaDle wesw ra er AIGRG pie phn tate esta y ca Sears ta tat — 15,000,000 
geHANCE Ol PLCICITEG SOCK ts rite Ce RIGS oes s ete ee fat cgpe dea cre —- 10,000,000 
DividendsHrommathinate se the kee tee ere eee ee cle en re cron wtih ag auehena wert 263,000 a 
OU er net yeas ese re re ee ne Or eRe Shan PEMA ROMY rene ees Semen tie 428,174 33,469 
PRLOtAIRSOUNCES ONLUNG SHEMEN creas Minick cccee ite Sot Magic notin SDS. | Sis eo Cela oS Slaton. 342,278,682 105,063,477 
USES OF FUNDS 
ACQuIsition Of supsidiaries.snet.OL working capital nrcr eee oe bee a seine ke 131,800,965 — 
Investinentsintattiliates sect settee, ee neres TARR RE ERY Series meee: Sap ponecye 2 Wel, Fa pemnomswe en). ies 147,061,243 25,798,785 
SAPAAWGRDENCILITES ©. eas oe es Meee et det. ere T rg ese Bees eee Dee Meee SoM oe ee 15,863,968 — 
Acquisition of noncurrent marketable securities ................00c cece eee e cece eeeee 10,033,954 2,732,484 
Increase in unrealized loss on noncurrent marketable equity securities.................... 2,157,810 
Dividends: =: 804. Cee OF IVP! OI SRE SENN Eft Ae, & 150,000 24,558,275 
Incregsesinvtreastirygstock sma te Piet ct Ps cdde des Bewrae tle: sa Boop EOE: foods oven eetotoe ot 55,263,189 137,610,946 
Pavinentior long-term liabilities | fc. nace: Bee ra eae 2 aegee Bo ace hl PRs oe he A kee ties 1,346,649 — 
Increasenin: OUNEr- assets arr ces cost aha etnrs a ete cate ny tees te mci cl nus ell ame etetaret it 1,552,831 579,842 
Changes in working capital, other than cash and U.S. Treasury securities ................ 6,696,618 2,552,787 
Potalsusescotstuncs wee cb ack clon fasion ee oes eee iy eee Ak adie ce ee cere 371,927,227 193,833,119 
DECTEASELINELUTIGS HRS TE a ae ance toteco cr ene eete eens iaere oe eae eestor e es 29,648,545 88,769,642 
Cash and U.S. Treasury securities, December 31, 1983 and 1982 ...................0005. 131,009,868 281,978,388 
Cash and U‘S. Treasury securities, June 30, 1984 and 1983... 2... eee eee $101,361 ,323 $193,208,746 
* Restated 


The accompanying notes are an integral part of the financial statements. 
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MADISON RESOURCES, INC. AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited) 


1. The accompanying unaudited financial statements of Madison Resources, Inc. and Subsidiaries 
reflect, in the opinion of management, all adjustments which are necessary to fairly present Madison's 
financial position as of June 30, 1984 and December 31, 1983, the results of operations for the three and six 
month periods ended June 30, 1984 and 1983 and changes in financial position for the six month periods 
ended June 30, 1984 and 1983. The results of operations for interim periods are not necessarily indicative of 
the results to be expected for the full year. 


2. On April 3, 1984, Madison acquired all of the common stock of Trend International Limited and 
Trend Exploration Limited and 4,385,062 common shares (27% ) of Adobe Oil and Gas Corporation from 
Inspiration Resources Corporation and 4,981,333 common shares (36% ) and $1,427,544 principal amount of 
promissory notes (convertible into 178,443 shares of Marline common stock) of Marline Oil Corporation and 
1,040,069 common shares (6% ) of Aberford Resources Ltd. from Danville Resources, Inc. in exchange for 
the issuance to Danville of 11,353,320 shares of the Madison Common Stock held in treasury valued at 
$272,479,680 ($24 per share), and the issuance by Danville to Inspiration of 391,698 common shares of 
Danville’s common stock. The interests acquired are involved chiefly in oil and gas exploration, development 
and production. Additionally, Danville issued 8,750 of its common shares to Madison pursuant to an 
agreement entered into in 1983. As part of the transactions, certain Trend assets are subject to revaluation by 
independent consultants. Part of the revaluation was completed in May 1984 and resulted in Madison issuing 
in June 1984 129,167 shares of its Common Stock held in treasury to Danville valued at $3,100,000 and 
Danville’s issuance of its shares having equivalent value to Inspiration. The remaining revaluations are 
scheduled to be done at year-end 1984 and could, depending on the outcome of the revaluation, result in the 
issuance to Danville of up to 1,458,333 additional shares of Madison Common Stock and Danville’s issuance 
of its shares having equivalent value to Inspiration. Presently, Inspiration owns approximately 58% of the 
common shares of Danville on a fully diluted basis, Danville owns 53% of the outstanding shares of the 
Registrant and the Registrant’s interest in Danville has been reduced to approximately 16%. 


The portion of Madison’s investment in Danville represented by Danville’s investment in Madison 
(1,780,934 common shares valued at $42,742,416) has been presented as treasury stock in the accompanying 
financial statements. 


As part of the transactions, Madison issued to Danville a 5-year warrant to purchase up to 2.2 million 
shares of Madison Common Stock at $24 per share and Danville has given the Registrant the option to resell 
to Danville the Aberford and Marline interests at purchase cost at the end of three years. 


The transactions also provided for payment of a working capital adjustment between Madison and 
Inspiration Resources to the extent that the Trend companies’ combined working capital at December 31, 
1983 differed from an original estimate of $6,900,000. The working capital at December 31, 1983 was 
actually $7,755,999, which resulted in a payment by Madison to Inspiration Resources of $855,999. 


On January 11, 1984, Madison acquired all of the outstanding stock of Vanderbilt Energy Corporation, 
an oil and gas exploration, development and production company, for $26.1 million. 


The above transactions were accounted for under the purchase method. Pro forma results of Madison’s 
operations for the six month periods ended June 30, 1984 and 1983, assuming the above transactions occurred 
January 1, 1983, are presented below (dollars in thousands, except for per share amounts). 
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MADISON RESOURCES, INC. AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


(Unaudited) 
Six months ended 
June 30 
1984 1983 
REVENUES ao ee ee ne Be een Se EA SEL OPE ARN reer 2 RMR ROWAN 2s $39,314 $43,673 
Income from continuing operations before taxes..................00005: 15,371 16,008 
Income iromcontinuing Operations: ...45..2. 6... 26. ate. bade ets 5,978 9,586 
AMMEN OST DEL SNAG Mas rie P ira er hen csoer ache 6 ass ertalere aap Soha i eee ee $.30 $.43 


3. Madison’s investments in affiliates and the period for which their results of operations have been 
included in the accompanying financial statements on an equity basis are indicated below: 


% 
Aceutest' Corporation). 2h 2 see Pests Pee, Shs 08 70-50 August 1983 to June 1984 
Adobe Oil and Gas Corporation ..................2.55 27 April 1984 to June 1984 
A DPalacnian"C OMpPany sats Uns bridges te’ ET SRE 18 January 1988 to December 1983 
Conquest Exploration Company...................... 25 July 1983 to June 1984 
Danvillei Resources? Inesy oo 205 2. x= <1 deipoyren bhaepemys 38-16 January 1983 to June 1984 
Martine Oil Corporationng. ica ds Gs sun < RAVEN GH cake 6 36 April 1984 to June 1984 


Summarized financial information for Adobe Oil and Gas Corporation for the three month period ended 
June 80, 1984 is as follows (dollars in thousands): 


INE revenues: | tie is cereus yreiys Wy Seeae ee Biete o8 RIE Es ide ene beaut he Baas) Pepe cats $40,553 
RO DStS ANG TER DEUSCS ORI Um na ae Cat oe Wu hie eae at ote Rt om Lot eG 31,421 
ENCOMME: TAXES We Sr. ree recs en te: RRR ITE | tht ASIA Sede d 3,196 
INGETENCOMME xe se etre se to ke SSS este nice cetikcei aussie 6 lee i EN, ARE ROGER oak $ 5,936 


A summary of the financial information of the remaining affiliated companies for the three and six 
months ended June 30, 1984 and 1983 is presented on a combined basis below (dollars in thousands): 


Three months ended Six months ended 
June 30 June 30 
1984" 1983 1984° 1983 
INERSFEVETIUES i eta le SEAR RUE NR hse ig Gate buellirs $39,936 $ 2,637 $28,172 $ 1,402 
Wostsyandgexpensese |i. mr. ih eai nes haces ceinnl oe ae ot 46,542 6,974 32,3891 2,588 
TACOMERLAKES tees iste tas oe ees eet eee sr ee 1,084 — 511 — 
IN Gla OSSA) Min pemaan es Petipa does siesta ee ecsetle we $ 7,690 $ 4,337 $ 4,730 $ 1,186 


* The portion of Madison’s earnings from Danville represented by Danville’s earnings from Madison has 
been excluded from this information. 


Three months Six months 
ended ended 
June 30, 1984 June 30, 1984 


Taxes on Income (dollars in thousands) 


Income from continuing operations before income taxes: 


OTILES CLC aaa eee ack ee eS ntags ca ora Os aa $7321 $4,214 
OLGI gil: Rei irs aye h rete eRe NE oe a Eel gal k's bag wi She lees 33302 5,332 
$5,658 $9,546 

Provision for taxes: 
DomestichinCOmenys: oxkoecics hod sis itokt eect ee Sess $ 539 $2,798 
BOreigneincomes ciagerch (any ~ yest = ees SEN eae shea Sucks EER 3,329 8,329 
$3,868 $6,127 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


AUDITORS’ REPORT 


The Board of Directors and Stockholders 
Adobe Oil & Gas Corporation: 


We have examined the consolidated balance sheets of Adobe Oil & Gas Corporation and subsidi- 
aries as of December 31, 1983 and 1982 and the related consolidated statements of earnings, stock- 
holders’ equity, and changes in financial position for each of the years in the three-year period ended 
December 31, 1983. Our examinations were made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 


In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of Adobe Oil & Gas Corporation and subsidiaries at December 31, 1983 and 1982 and the 
results of their operations and the changes in their financial position for each of the years in the 
three-year period ended December 31, 1983, in conformity with generally accepted accounting 
principles applied on a consistent basis. 


Peat, Marwick, MITCHELL & Co. 


Midland, Texas 
March 12, 1984 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 


December 31, 1983 and 1982 


ASSETS 
Current assets: 
Cash 


Accounts receivable 
Inventories 


Property, plant and equipment, at cost: 
Proved oil and gas properties, based on full cost accounting 
Unproved oil and gas properties 
Mining properties 
Mining equipment 
Gasoline plants and refinery 
Transportation and office equipment 
Gas gathering systems 


Less accumulated depreciation and depletion 


aera! 1) Je) Nap ge dial tae! Ter iclwes (ole) 4° Teta bi) eral.) Mr) ethta. 0) oe. ee eenrempMa! Pe: 


Sasi elec e DS: Sy eEdlremis: ble ess) (0!) 0\ 10 @ © (610) sie «slate 0. es ole :0) 0 eer ege) ie, @ 


isi ietshae) Me seie le) -o)[¥\ ce l@t@uleie let) <@. ip) (0) fe baice (a, a: e Meier feare: 


0) 0) 6 Wie. 41 ie 0) 81/616) av eye! aus) e) See ees 


Net property, plant and equipment ................. 


Noncurrent receivables and other assets ...................0 0. eee. 


LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 
Current installments of long-term debt 


Accrued expenses 
Federal income taxes 


Deferred income and other noncurrent liabilities ........................ 
Long-term debt, net of current installments ................. 00.00.0005. 


Deferred Federaltincome-taxessviw se week. Le Phe eee eel hate 


Stockholders’ equity: 


Cumulative convertible preferred stock: 
Authorized 1,000,000 shares: 


12% _ series — liquidation value of $50 per share 


$5,000,000). Issued 100,000 shares ................. 
Common stock, $.30 par value. Authorized 50,000,000 shares; issued 


16,022,027 shares in 1983 and 15,951,475 shares in 1982 
Additional paid-in capital 
Retained earnings 


Stockholders’ equity 


ROCORTCSE Da Val lemme Mae cat catbanine Ke Getter: siachk ann some ee mee ee 


Miwl Vain 6) coh eee ny Dal sited tsciiel <ukiyh a Veh Sah kites ce) lakgieiiia (eso 6: Jellafremretiais vets: ete)’ (s)he) aia) stele © 


PPA e eee ORIN a Shelie (ef, sels nt) ou 8) leis) ee 1m aise-le) Ole: \e\ 6 se) 6, ef 6] ed! woe: 


(aggregate 


Silents) oseR" ae) add pM Go folie todialiiia> lal «Pepin, fal (6) 6) Gey ve. 405) 's’ Juy ed (me nsitsr fe) (bl /a/ nace.) 81a) (9) e.6), ie 


1983 


$ 8,529,000 
37,555,000 
20,717,000 

2,074,000 


68,875,000 


322,508,000 
39,420,000 
27,971,000 
35,618,000 
13,084,000 

3,577,000 
3,939,000 


446,117,000 
135,497,000 
310,620,000 


14,470,000 


$393,965,000 


1983 


$ 2,509,000 
32,604,000 
5,686,000 
2,312,000 


43,111,000 


4,229,000 


79,485,000 


63,774,000 


100,000 


4,807,000 
60,387,000 
138,072,000 


203,366,000 


$393,965,000 


See accompanying notes to consolidated financial statements. 
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1982 


12,416,000 
48,162,000 
21,822,000 

1,536,000 


83,936,000 


275,013,000 
46,249,000 
29,203,000 
32,004,000 
12,618,000 

3,198,000 
2,965,000 


401,250,000 
105,733,000 
295,517,000 

7,732,000 
387,185,000 


1982 


6,858,000 
39,791,000 
5,915,000 
5,458,000 


58,022,000 


3,657,000 
89,483,000 
53,334,000 


100,000 


4,786,000 
59,545,000 
118,258,000 


182,689,000 
387,185,000 


ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF EARNINGS 


Years ended December 31, 1983, 1982 and 1981 


1983 1982 1981 
Operating revenues: 
Qiland = gas :sales 5 eA a we Ok CO ee $ 75,095,000 83,546,000 90,604,000 
Refinery *:sales:, annexe Med. SG oe ee 18,325,000 25,968,000 30,169,000 
Gasdline: plant-salesTEPR OS. oo (5-22 Wak aot ecie hoe eee ee 13,178,000 11,590,000 11,952,000 
Goal sales’ ¢.. QUULRTOSR.. 4... oes ene een eee 49,621,000 62,588,000 41,454,000 
@ther operating rrevenuess .4).64)20 J. i an cee ee ee 9,322,000 19,567,000 10,303,000 
Total operating revenues: 4c. 2 an eee 165,541,000 203,259,000 184,482,000 
Operating expenses: 
Iuease operating ‘expenses=... ;..¢. 0m +228 21 ee ee ee 15,246,000 17,555,000 15,532,000 
Windfall profit: tax’tes no... soa tes a ea eee 2,282,000 6,964,000 11,388,000 
Refinery and gasoline plant operations ..................... 25,150,000 31,759,000 35,723,000 
Coal operating  expensest.. < .0s50 oo. eases oo ee ee 36,807,000 47,562,000 34,003,000 
Depreciation. ;and~ depletion. cacieccs os ey ans 25,702,000 27,169,000 23,328,000 
General and administrative expenses ..................-.... 13,374,000 14,061,000 12,413,000 
Other operating Vexpenses es... on cctck ou dye nts paca nee 4,256,000 11,776,000 3,886,000 
Total opetatineexpenses,». ihnewinroe i ees eee 122,817,000 156,846,000 136,273,000 
Operating income™ > See eae eer eee 42,724,000 46,413,000 48,209,000 
Other income (expense ): 
Interest expense ... CA@4 oc ca v5 be dG oa ee eee (8,732,000) (13,059,000) (15,507,000) 
Other-ancomeé® “netes.. 25: face oe. aon, Se eee 2,692,000 4,043,000 3,192,000 
Total other income (expense), net ................ (6,040,000 ) (9,016,000) (12,315,000) 
Earnings before Federal income taxes and extraordi- 
Mary “1M ss ee ee eee 36,684,000 37,397,000 35,894,000 
Federal] income taxes: 
Currents sos: ee eo he eee 2,474,000 1,879,000 — 
Deferred) 2s. aA sos a aes er ee 10,440,000 10,889,000 11,487,000 
Total Federal income taxes .................00000- 12,914,000 12,768,000 11,487,000 
Earnings before extraordinary item ............... 23,770,000 24,629,000 24,407,000 
Extraordinary item — Gain on sale of North Sea properties, net of 
income. taxes? Of $5:536:.000) 4 7a pee Conn eee eee — 15,666,000 — 
Netweamings: 202s chrn ie ci ec ee RO ee $ 23,770,000 40,295,000 24,407,000 
Earnings per share: 
Earnings before’ extraordinary. item 5).4./.04)s44040000e08. $1.45 ent 1.51 
Extraordinary items ane enn). 2.) sau.) 2b ose eaoe Shee eee — .98 — 
Net =: Gammincy mingee soc oo oak yee ee $1.45 2.49 T5t 


See accompanying notes to consolidated financial statements. 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Years ended December 31, 1983, 1982 and 1981 


Sources of working capital: 

Earnings ‘before extraordinary-item . ...... is. Wasc seuss. 
Add items not requiring working capital: 

Depreciation andrdepletion tee Hea A OONetS. 2h 
Delerredincome:taxesals..aw. theses ale nae chet] 
Othersianens ay ee eh Cee Re a oe 


Working capital provided by operations before extra- 
ordinary item 


Working capital provided by extraordinary item ...... 


Working capital provided by operations and extra- 
ordinary ntemsnce alin cma lease serials: 
Issuance of common and preferred shares ................... 


Broceedsetrom jadaitionalborrowingseea aes sehen. Pe oe 
Imenreasesinmother abilities: aes net | eee oe ee ee 


Uses of working capital: 
Property, plant and equipment additions»... 4. 4.7. 7-28 22. 
Current installments and repayment of long-term debt ........ 
ivade dds s Dat a) ce Sietew ee Cee ee ea oe 8 ol ig 
Increase in noncurrent receivables and other assets ........... 


Increase (decrease) in working capital .............. 


Changes in working capital: 
Increase (decrease) in current assets: 
(Cashaeee oe ea Oe ee Mes ee ee Ree ea 
NCCOUMG RACSNAINS 25 sabe connec boo su ese bashes oh one 
Inventories.and other current assets ............%....... 


Increase (decrease) in current liabilities: 
Current installments of long-term debt ................. 
Accounts payable and accrued expenses ................ 
Hederaleincomestaxesas en hie ee a eer one nena 


Increase (decrease) in working capital ............. 


1983 1982 
$ 23,770,000 24,629,000 
25,702,000 27,169,000 
10,440,000 10,889,000 
(1,130,000:) (1,122,000 ) 
58,782,000 61,565,000 
— 26,616,000 
58,782,000 88,181,000 
863,000 223,000 
10,000,000 11,100,000 
1,702,000 — 
6,852,000 4,696,000 
78,199,000 104,200,000 
47,657,000 46,939,000 
19,998,000 36,356,000 
3,956,000 3,972,000 
6,738,000 1,114,000 
78,349,000 88,381,000 
$ (150,000) 15,819,000 
$ (3,887,000) 9,693,000 
(10,607,000 ) 6,435,000 
(567,000 ) (5,224,000) 
(15,061,000) 10,904,000 
(4,349,000 ) 3,156,000 
(7,416,000) (12,875,000) 
(3,146,000) 4,804,000 
(14,911,000) (4,915,000) 
$ (150,000) 15,819,000 


1981 
24,407,000 


23,328,000 
11,487,000 


(951,000) 


58,271,000 


58,271,000 
7,016,000 
85,740,000 


10,371,000 


161,398,000 


101,838,000 


49,738,000 
3,630,000 
2,920,000 


158,126,000 
3,272,000 


(5,211,000) 
783,000 
18,133,000 


13,705,000 


(250,000) 
11,383,000 
(700,000) 


10,433,000 
3,272,000 


See accompanying notes to consolidated financial statements. 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


December 31, 1983, 1982 and 1981 


(1) Summary of Significant Accounting Policies 


Principles of Consolidation 


The consolidated financial statements include the accounts of Adobe Oil & Gas Corporation and 
its subsidiaries. All significant intercompany accounts and transactions have been eliminated in 
consolidation. Certain amounts on the 1982 balance sheet have been reclassified to conform to the 
classifications utilized in 1983. 


Property and Equipment 


The Company follows the full cost method of accounting for oil and gas operations and accord- 
ingly, capitalizes all costs incurred in the acquisition, exploration and development of properties, 
including costs of surrendered leaseholds, delay lease rentals and unproductive well costs. All internal 
corporate costs relating to acquisition, exploration and development activities are expensed as 
incurred. Normal dispositions of oil and gas properties are accounted for as adjustments to capitalized 
costs, with no gain or loss recognized. 


Major renewals and betterments are added to the property accounts while the costs of repairs 
and maintenance are charged to operating expenses in the period incurred. With respect to disposi- 
tions of assets other than oil and gas properties, the costs of assets retired or otherwise disposed of 


and the applicable accumulated depreciation are removed from the accounts, and the resultant gain 
or loss, if any, is reflected in operations. 


Depletion of proved oil and gas properties is computed on the units-of-production method based 
upon estimates of proved reserves with oil and gas being converted to a common unit of measure 
based on their relative energy content. Unproved oil and gas properties are not amortized but are 
assessed for impairment either individually or on an aggregated basis. The costs of any impaired 
leases are transferred to the balance of oil and gas properties being amortized. Depletion of coal 
properties is computed on the units-of-production method based upon estimates of proved reserves. 
Depreciation of the gasoline plants and gas gathering systems is also computed on the units-of- 
production method and depreciation of mining, transportation, office and refinery equipment is 
computed using the straight-line and declining-balance methods over estimated useful lives ranging 
from three to twenty years. 


Estimated costs associated with the reclamation of mined coal properties are accrued and charged 
to operations as mining progresses. 


Inventories 


Inventories of coal, materials and supplies and leases held for resale are valued at average cost 


not in excess of market and crude oil inventories are stated at realizable market value. Inventories 
at December 31, 1983 and 1982 are as follows: 


1983 1982 
Materiale caniG CUD DLCemeie ce ecth Ry, sleaaw ee None a Be eer ashe asa ees $16,109,000 16,118,000 
Cindemoil eee corn, ern Gh hooks, WE remem ee on hie. cha cet a Mleghals «aes 1,147,000 2,171,000 
Weaseseheld for resalemyen a. ..&. CUE Bs fa he Cees 3,298,000 3,383,000 
Coal 


ERTL EPL SO PM ane SERRE RENAL: peeB ELE TRL aE abe UMS oe 3 163,000 150,000 
$20,717,000 21,822,000 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 


Partnerships 


The consolidated financial statements include the Company’s proportionate share of the assets, 
liabilities, revenues and expenses of all domestic partnerships in which the Company is a partner. 


Income Taxes 


Deferred Federal income taxes are provided for items which enter into the determination of finan- 
cial accounting income and taxable income in different periods. Such deferred taxes arise principally 
from the use of accelerated depreciation methods and the expensing of intangible drilling costs, dry 
hole and other exploration costs for tax purposes. Investment tax credits are treated as a reduction of 
Federal income taxes (flow-through method) in the period in which the credit is utilized for financial 
reporting purposes. 


(2) Long-Term Debt 


A summary of long-term debt follows: 


1983 1982 

Advances under line of credit, unsecured .................... $60,000,000 65,000,000 
97% senior notes due in semi-annual installments of $625,000 to 

November 19al991\, unsecured” (x waa has a en ae 10,000,000 11,250,000 

1434% senior notes due in installments from 1987 to 1991, unsecured 10,000,000 10,000,000 
Advances under joint venture drilling arrangement, interest at 742%, 

unsecured. “Races ol Se heen ee ee ee 601,000 8,173,000 

Other motespayable’ 25 0.2 es Oa. oo ee ee 1,393,000 1,918,000 

81,994,000 96,341,000 

Less: current: installmentss cheater: cee. he le. See eee 2,509,000 6,858,000 

$79,485,000 89,483,000 


The advances under the line of credit bear interest, at the Company’s option, according to the 
prime rate, the LIBOR rate or rates paid on certificates of deposit, and can be repaid at any time. The 
Company has the option to convert these advances to a term loan payable in equal quarterly install- 
ments from March, 1987 to December, 1990. The line of credit, the 9%% and the 1434% notes contain 
limitations on additional indebtedness, dividends, stock redemption and require the maintenance of 
specified levels of working capital. In addition, the aggregate indebtedness (as defined) cannot exceed 
a stated percentage of the value of the Company’s oil, gas and coal reserves. The amounts payable 
under the joint venture drilling arrangement originally aggregated $15,000,000 and bear interest at 
742%. Such amount was received pursuant to an agreement whereby the Company assigns an interest 
in the exploratory and certain development activities in which it participates. 


Annual maturities of long-term debt after December 31, 1984 are as follows: 1985 — $1,419,000; 
1986 — $1,427,000; 1987 — $18,434,000 and 1988 — $18,327,000. 


Aggregate interest costs for the three years ended December 31, 1983 were as follows: 


1983 1982 1981 
AMOUNES EXPENSE ee ears Bear eee wae eee eee eee $ 8,732,000 13,059,000 15,507,000 
Amount. Capitalizecwente. ee ama. eerie ene ere a 554,000 1,414,000 
Motaleinterest. pal clearer eee $ 8,732,000 13,613,000 16,921,000 


ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


(3) Income Taxes 


Total income tax expense is less than amounts computed by multiplying earnings before taxes by 
the statutory Federal income tax rate. The reasons for these differences and the related tax effects are: 


1983 1982 1961 
Income tax computed at statutory rates ............. $16,875,000 26,956,000 16,511,000 
Capital gains rate differential .o& «6d. hens seas oF — (3,751,000 ) — 
Adcitional depletion fen . af: . .gettrec ays <i teed 2 (2,501,000) (3,325,000) (2,538,000 ) 
Investmentataxa credits Wanistey-wale anes. ieee (1,259,000 ) (1,363,000) (1,926,000 ) 
Gti) nemioant, 291012. hatin. aldesilees, eich (201,000) (211,000) (560,000) 
$12,914,000 18,306,000 11,487,000 


Deferred tax expense results from timing differences in the recognition of revenues and expenses 
for tax and financial statement purposes. The source of these differences and the tax effect of each are: 


1983 1982 1981 
Capitalized: explorationycosts si, leita Osc. dc. nila $16,033,000 13,244,000 23,612,000 
Depreciation and depletion ..................0.05: (4,307,000 ) (2,605,000 ) (5,594,000) 
Tngestent tax Creditsecr es cmt. wee nat ee omens poe — 6,493,000 (1,926,000) 
Gain on sale of oil and gas properties recognized for 

TAX DUTHOSES te Pathe. iets OME nee tae (753,000 ) (6,518,000) (902,000) 
Effect-of.tax. neti operating, loss: rans. sha cep ures. Gries - — 3,964,000 (3,964,000 ) 
Otherrmet tons. .2tec3. Jie: warm see}. gait aaekt (533,000 ) (1,535,000 ) 261,000 


$10,440,000 13,043,000 11,487,C00 


(4) Preferred Stock 


Each share of the 12% series preferred stock is entitled to one vote with a cumulative annual 
dividend of $6 per share. Each share is convertible into one share of common stock. The voting 
rights and conversion rates are subject to adjustments in the event of stock dividends, stock splits 
and similar events. The preferred shares are redeemable by the Company commencing in June, 1984 
and have a liquidating preference of $50 per share plus accrued dividends. 


(5) Stock Options 


The Company has stock option plans outstanding whereby options are granted at 100% of the 
fair market value at date of grant, are exercisable in equal installments after one year from date of 
grant and expire from five to ten years thereafter. 


At December 31, 1983, options to purchase an aggregate of 346,330 common shares at prices 
ranging from $12.00 to $38.75 per share were outstanding. Options to purchase 167,878 shares 
were exercisable at December 31, 1983. 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued). 


(6) Earnings per Share 


The computation of earnings per share is based on the weighted average number of common 
shares outstanding of 15,989,000 in 1983, 15,937,000 in 1982 and 15,882,000 in 1981. The $1 preferred 
stock was considered a common stock equivalent prior to its redemption. Net earnings for 1983 and 
1982 were each reduced by $600,000 and net earnings for 1981 were reduced by $350,000 for the 
dividend requirements on the 12% series preferred stock in computing earnings per common share. 


(7) Sale of North Sea Properties 


During May, 1982 the Company sold its North Sea properties for $30,000,000 and retained a 
production payment from a specified percentage of future production. In addition, a net profits 
interest payable by the purchaser after payout, as defined, was also retained. The sale resulted in 
an extraordinary gain of $15,666,000 after deducting applicable United States income taxes of 
$5,538,000. In determining the gain, $968,000 was assigned to the property interests retained. 
Production has not commenced on the properties. 


(8) Commitments and Contingencies 


The Company is obligated to offer to purchase limited partnership units in certain of its drilling 
programs. The purchase price is based primarily on the discounted present value of estimated proved 
oil and gas reserves as determined by an independent engineering firm selected by the Company. 


The Company’s refinery operation received a notice of probable violation from the Department 
of Energy in August 1980. The notice alleges adjustments for 1975 and 1976 in the approximate 
amount of $2,000,000. Management is of the opinion that the ultimate liability, if any, arising from 
the notice will not have a material effect on the Company’s financial position. 


The Company leases certain mining equipment and cleaning plant facilities for use in its coal 
operations. The leases entered into annually from 1978 through 1981, have initial terms of twenty 
years with five year renewal options and provide that the Company pay all costs, including taxes, 
insurance and maintenance expenses associated with operation of the equipment and _ facilities. 
The Company also leases certain office space and an aircraft. The Company’s leases meet the criteria 
for classification as operating leases under the provisions of Statement No. 13, “Accounting for 
Leases”, issued by the Financial Accounting Standards Board. Lease commitments at December 31, 
1983 are as follows: 


Mining equipment 


and facilities Other 
LO SA» treet acce yee: (este 6k pe er OE og ow Re ie eee $ 2,445,000 1,238,000 
POS Boe cea: eal ep gees Lie eT near ee gn ieee ee 2,445,000 917,000 
TOSCO eae Ah ee yo ee Le A ae RE ee eee 2,445,000 452,000 
LORD pe tan, Saletan Laenre Mercere Soe ey SER Ete mee 2 orn 2,445,000 444,000 
TOS Siw eo cigs on fe eee ae cg CO © ge Re a a 2,445,000 444,000 
THE rEatterg cots, ots caean tee oe EOS Le eC eee 30,080,000 1,331,000 

$42,305,000 4,826,000 


(9) Major Business Segments 


The Company’s operations have been grouped into the following segments: 


Oil and gas operations — This segment relates to the exploration and production of oil and 
gas, gas gathering and transmission and lease brokerage operations. 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


Refining and gas processing — This segment includes processing of natural gas to extract 
liquids and the sale of crude stock. 


Coal mining — The coal operations relate to the extraction of steam grade ore by conventional 
strip mining methods. 


1983 1982 1981 

Revenues: ica Bas: re 
Oilvand spas operations @ i ee eee ge: $ 84,417,000 103,113,000 100,907,000 
Refining and gas processing .............. 31,503,000 37,558,000 42,121,000 


Cialtiminingod. 2 amee Fa) MOF. colar 49,621,000 62,588,000 41,454,000 


$165,541,000 203,259,000 184,482,000 


Operating income: 


Oikkanceoastoperations ess... seers ws $ 31,785,000 33,108,000 39,381,000 
Refining-and gas\processing 280.0. 05.2... 5,336,000 4,810,000 5,468,000 
CAMEO LINTTIG wa ade RIE, eee aes sae go 5,603,000 8,495,000 3,360,000 
Operating Mcomern oe Sa. ee ep te ee et 42,724,000 46,413,000 48,209,000 
Other corporate income and expense, net ....... 2,692,000 4,043,000 3,192,000 
Puiterectwexpence ua ten. yee es acc teers sealed (8,732,000) (13,059,000) (15,507,000) 
Earnings before income taxes ........ $ 36,684,000 37,397,000 35,894,000 
Identifiable assets: 
Oil-ind 'gas‘operations® Muar AO tese O78) Oi $317,199,000 306,599,000 296,346,000 
Refining and gas processing .............. 11,794,000 12,177,000 12,436,000 
Coalmanittinetreperther.) 6. J GAS. bas elie 50,379,000 48,377,000 49 456,000 


379,372,000 367,153,000 358,238,000 
Corporate assetse iar eet hole ee 14,593,000 20,032,000 10,651,000 


$393,965,000 387,185,000 368,889,000 


Depreciation and depletion: 


Oil and@gas operationsy wry... <2 6: beajaat $ 19,320,000 21,067,000 18,534,000 
Refining and gas processing .............. 417,000 389,000 547,000 
Goalwimining {J aivapaen Sai he eee ey ee 5,499,000 5,376,000 3,661,000 


@thentreses. 2) armaleenat eet i Dees eles 466,000 337,000 586,000 
$ 25,702,000 27,169,000 23,328,000 


Capital expenditures: 


Oi and gas OPEIAMONS, wa oe ee oaks ee $ 41,640,000 40,679,000 88,981,000 
Refining and gasprocessing VI. 4oF.24.... 466,000 870,000 680,000 
Coalemining 5 eeeeete aka: pee ere ees 4,966,000 5,232,000 8,999,000 


$ 47,072,000 46,781,000 98,660,000 


In 1983, three customers accounted for 41% of consolidated net revenues. Revenues from these 
customers by segment are as follows: oil and gas operations, one customer — 28%; refining and gas 
processing, one customer — 58%; coal mining operations, one customer — 54%. 


In 1982, two customers accounted for 28% of consolidated net revenues. Revenues from these 
customers by segment are as follows: oil and gas operations, one customer — 25%; coal mining 
operations, one customer — 52%. 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


In 1981, two customers accounted for 33% of consolidated net revenues. Revenues from these 
customers by segment are as follows: oil and gas operations, one customer — 31%; refining and gas 
processing, one customer — 72%. 


Corporate assets consist of items not identifiable with or currently utilized by specific business 
segments. These items are principally cash, investments and certain receivables. 


(10) Coal Mining Activities (Unaudited) 


The following are supplementary operating statistics for the Company's coal mining activities for 


the years ended December 31, 1983, 1982, and 1981: 


1983 1982 1981 
Tons of estimated proved reserves ........ 30,100,000 29,178,000 27,268,000 
Rawatonss produced srs Aarne een rariene 1,778,000 2,243,000 1,527,000 
ETrocesse ds tonSeS0 | Cleese aera | 1,452,000 1,821,000 1,269,000 
Average sales price per ton .............. $34.17 34.37 32.67 


(11) Supplemental Information Related to Oil and Gas Activities (Unaudited ) 


The following tables set forth certain historical cost and operating information relating to oil and 
gas producing activities. Included in the information are insignificant amounts applicable to the North 


Sea. 
December 31, ‘ 
1983 1982 
Capitalized costs: 
Provedsoilmancdecasm plopentics meet tay tne onan ane $322 508,000 275,013,000 
Unproveds oil and easy properticsim1) eer eee noe 39,420,000 46,249,000 
361,928,000 321,262,000 
Less accumulated depreciation and depletion ..... 108,950,000 85,010,000 
INGe Garrtealbbarel COMES os 6 ad necks sus dess ees $252,978,000 236,252,000 
Costs Incurred 1983 1982 1981 
REODELLYaRACGUISItIOIN COStSINE ann 7 ae $12.450,000 9,239,000 21,163,000 
Exploration costs Aes s Meee & OFS Sepek: 8,746,000 13,725,000 29,302,000 
Developmentaacostsa =... ee see ee 19,470,000 17,036,000 36,876,000 


The December 31, 1983 costs of unproved oi] and gas properties were incurred as follows: 


POS 8 ae oes Patan Ae AD as AEA A ee ee ae S$ 74:57 7,000 
19 SD eet 0 > SR eae rare ee ar cee ae eee 5,494,000 
ROG Ue ert cts Soren a tea n ccna ere me Oe at ter eee 5,746,000 
Tig (6) caaiaehat angers Ae Dem ti Rehan ge et lb 23,603,060 


$ 39,420,000 


Depreciation and depletion per equivalent unit-of-production amounted to $6.04, $6.08 and $5.08 
for the years ended December 31, 1983, 1982 and 1981, respectively. 
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ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


The following table presents estimates of the Company’s proved oil and gas reserves as prepared 
by Sipes, Williamson & Associates, Inc., independent petroleum consultants, 


Quantities of Oil (barrels), Gas (mcf) and Natural Gas Liquid Reserves (barrels) (in thousands ) 


1983 
Proved reserves: 
Estimated reserves at December 31, 1982 _. 
Revisions of previous estimates 


Extensions and discoveries 


Production 


Sales of minerals in place 


Estimated reserves at December 31, 1983 


1982 


Proved reserves: 


{Cstimated reserves at December 31, 1981 
Revisions of previous estimates............ 


Extensions and discoveries 


Estimated reserves at December 31, 1982 ... 


1981 


Proved reserves: 


Estimated reserves at December 31, 1980 .. 


Revisions of previous estimates 


Purchases of minerals in place 


Extensions and discoveries 


Production ... 


Estimated reserves at December 31, 1981 ... 


Proved developed reserves at December 31, 
1988 
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Gas Plants 
Oil Gas NGL Gas, 
14,171 101,782 ulllaxs' 21,883 
269 5,471 204 329 
2,390 14,062 940 1,041 
(1,608) (9,252) (379) (733) 
= (3,615) as = 
IES 108,448 8,918 22,520 
14,574 124,756 10,293 23,752 
465 (15,232) (1,702) (1,143) 
966 26,888 — ass 
(1.658) 010517) (438) (726) 
(176) (24,113) os at 
WAR Al 101,782 8,153 21,883 
14,481 136,816 11,707 24,296 
AGT (12,875) (1,145) 264 
577 5,052 — — 
833 6,971 186 — 
(1,784) (11,208 ) (455) (738) 
14,574 124,756 10,293 93,752 
j= 
13,514 87,819 Sulelali 21,647 
13,641 91,422 oh illans: 21,883 
13,920 97,486 10,293 93,752 
13,541 110,746 ETA ORe 24,226 


ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


The following statement reflects the results of operations of the Company’s oil and gas producing 


activities. 


Oil and gas sales ... 


Expenses: 


Lease operating expenses .. 


Windfall profit tax 


Depreciation and depletion 


Years ended December 31, 


Incomentax EX PENS Crem ss cae xe ery ee ee eee ne ee 


Total expenses |. 


Results of operation from producing activities .. . 


1983 1982 
$75,095,000 83,546,000 
15,246,000 17,555,000 
2,282,000 6,964,000 
19,040,000 20,737,000 
16,266,000 15,815,000 
52,834,000 61,071,000 
ee $22,261,000 22,475,000 


1981 


——— 


90,604,000 


15,532,000 
11,388,000 
18,534,000 
17,660,000 


63,114,000 
27,490,000 


The above statement does not reflect any provision for corporate overhead expenses or interest 
costs. The income tax amounts are calculated using the statutory tax rates for each period. Taxable 
income is reduced by additional depletion and tax expense is reduced by investment tax credits 


applicable to oil and gas producing activities. 


The following tabulation reflects the Company’s estimated discounted future cash flows from 


oil and gas production: 


Future cash flows . er ae ee, 5 5 ee 
Future production and develonmcrt costs 
Future income tax expense .............. 


Future net cash flows 
Annual discount at 10 percent ......... 


Discounted future net cash flows 


The future cash flows reflected above 


December 31, 


1983 


$993,101,000 


(260,161,000 ) 


(304,037,000 ) 


428,903,000 


(217,840,000) 
$211,063,000 


1982 


996,551,000 
(303,400,000) 
(276,865,000 ) 


416,286,000 
(222,704,000) 


193,582,000 


are based on estimated oil and gas reserves utilizing 


prices and costs in effect at year end and assuming continuation of existing economic conditions. 
Future income tax expenses are computed on estimated future net cash flows from oil and gas 
producing activities less permanent differences and tax credits expected to result from these 


operations. 


The following are the significant sources of changes in discounted future ret cash flows during 
the years ended December 31, 1983, 1982, and 1981: 


Oil and gas sales, net of production costs ...... 
Net changes in sales prices, net of production costs 
Extension and discoveries, less related costs 

Sales of reserves in place 
Purchase of reserves in place . 
Development costs 
Revision of previous quan erimetes 


Net change in income taxes .... 
Accretion of discount 


Other 


$ (57,567,000) 
4,638,000 
47,698,000 
(5,454,000) 
9,984,000 
12,433,000 
(13,801,000) 
32,361,000 
(12,811,000) 


$ 17,481,000 
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1982 
(59,027,000) 
53,671,000 
49,306,000 
(39,553,000) 

(1,466,000) 

(29,858,000) 
9,378,000 
31,959,000 

(12,571,000) 


1,839,000 


1981 


(63,684,000) 
19,947,000 
16,829,000 
11,308,000 
(7,416,000) 

(19,387,000) 

8,918,000 
30,419,000 
11,687,000 


8,621,000 


ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


(12) Supplemental Information on Effects of Changing Prices (Unaudited) 


The following supplementary information is intended to set forth the effect of general inflation. 
It should be viewed as an estimate of the approximate effect of inflation, rather than as a precise 
measure. Constant dollar amounts represent historical costs stated in terms of dollars of equal 
purchasing power, as measured by the Consumer Price Index for All Urban Consumers (CPI). 


Depreciation and depletion of property, plant and equipment was determined by applying the 
Company’s rates to the applicable asset amounts. As prescribed by Statement No. 33 of the 
Financial Accounting Standards Board, income taxes were not adjusted. 


Statement Of Income Adjusted For Changing Prices 
Year ended December 31, 1983 


Operating revenues . 


Other income, net ... 


Operating expenses ._. 


Depreciation and depletion ... 


Interest expense 
Provision for income taxes 


Earnings before extraordinary item 


As reported in 
the primary 


statements 


$165,541,000 
2,692,000 


168,233,000 


97,115,000 
25,702,000 

8,732,000 
12,914,000 


144,463,000 


$ 23,770,000 


Adjusted 
for general 
inflation 
(constant 
costs ) 
165,541,000 
2,692,000 


168,233,C00 


97,115,0C0 
35,900,000 
8,732,000 
12,914,000 
154,661,000 


13,572,000 


FIVE YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA 


ADJUSTED FOR EFFECTS OF CHANGING PRICES 
(IN AVERAGE 1983 DOLLARS) 


Historical information adjusted for gen- 
eral inflation: 

Operating revenues 

Net earnings before extraordinary 

item 

Earnings before extraordinary item 

per common share 


Net assets at year-end 


Other information: 


Gain from decline in purchasing 
power of net amounts owed 


Cash dividends declared per com- 
mon share 


Market price per common share at 
year-end 


Average Consumer Price Index .... 


Year ended December 31, 


1983 


a 


$165,541,000 
$ 13,572,000 


$ 81 
$517,940,000 


$ 5,029,000 
$ 21 
$ 19.75 
$ 298.4 


1982 


209,798,000 
14,151,000 


85 
520,320,000 


6,347,000 


21 
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1981 


202,165,000 
15,482,000 


95 
538,105,000 


12,612,000 
22 


32.58 
272.3 


1980 


191,522,000 
16,725,000 


1.07 
327,545,000 


13,184,000 
16 


38.32 
247.0 


1979 


131,392,000 
6,558,000 


44 
169,289,000 


10,409,000 
14 


32.70 
217.4 


ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


SELECTED QUARTERLY FINANCIAL DATA 


( Unaudited ) 
1983 and 1982 


The following is a summary of the quarterly financial data for 1983 and 1982: 


1983 Revenues 
Marchras Ly on) vo ec ae eee $ 41,703,000 
June 30 vin. cos. u cc ere en eres 41 443,000 
September.30-\%%..2.5 acces ese ee 41,251,000 
December olan eee ee 41,144,000 

$165,541 ,000 

1982 
Marchiyolans dc ee eee $ 53,864,000 
June *SOMH ON. yi Ree eee os 49,878,000 
September: $07 0752) (Hy rae aes 51,202,000 
Déecentberxolj ch aos oe 48,315,000 

$203,259,000 


Net earnings for the quarter ended December 31, 1983 were increased by $1,196,000 ($.07 per 


Operating 


income 


10,280,000 

9,899,000 
10,150,000 
12,395,000 


42,724,000 


11,359,000 
10,878,000 
11,650,000 
12,526,000 


46,413,000 


Net 
earns: 
5,671,000 
5,445,000 
5,604,000 
7,050,000 


23,770,000 


5,901,000 
23,635,000 
5,761,000 
4,998,000 


40,295,000 


share) as a result of a revision in previously estimated depletion expense. 


Included in the above tabulation for 1982 is an extraordinary gain of $17,807,000 ($1.12 per 
share) recognized during the quarter ended June 30, 1982 on the sale of the Company’s North 
Sea properties. In addition, a charge of $2,141,000 ($.14 per share) is included during the quarter 
ended December 31, 1982 resulting from an adjustment of the income tax provision applicable to 


the gain. 
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Earnings 


per share 


35 


ADOBE OIL & GAS CORPORATION AND SUBSIDIARIES 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


Total operating revenues decreased 19 percent during 1983 from 1982. Oil and gas sales 
declined 10 percent due to a G percent reduction in the average price received for crude oil and a 
12 percent decline in the volume of natural gas delivered. Revenue from the Company’s coal 
operations decreased 21 percent during 1983 because of a corresponding decline in the quantity of 
coal purchased by the segment’s customers. The remaining decline in 1983 revenues resulted 
primarily from a reduction in lease brokerage operations. 


Total operating revenues increased 10 percent during 1982 over 1981 principally as a result of a 
51 percent increase in coal revenues. This increase was attributable to increases in both the prices 
received and quantities of coal sold. 


In spite of the decline in revenues during 1983 operating income only declined 8 percent. Cost 
contro] measures were instituted in every phase of the Company’s operations. Operating margins 
were improved in both the oil and gas and refining and gas processing segments and only declined 
slightly in the coal] segment. Interest expense was significantly lower as a result of decreased 
borrowing and lower rates. 


An extraordinary gain of $15,666,000, net of income taxes of $5,538,000, is reflected in 1982 
operations. This gain resulted from the sale of the Company’s North Sea properties. 


Working capital provided by operations amounted to $58,782,000 during 1983. This amount 
was more than adequate to cover capital expenditures for the year. Projected capital expenditures 
for 1984, which are expected to approximate 1983 levels, should also be financed from internally 
generated funds. In addition, the Company had $40,000,000 of available borrowing capacity at 
December 31, 1983 on its $100,000,000 bank line of credit. 


Oil and gas reserves at December 31, 1983 reflected a 6 percent increase in aggregate equivalent 
barrels over December 31, 1982. Future revenues projected from existing oil and gas reserves 
amounted to $993,000,000. In addition, coal reserves are estimated at 30,100,000 tons, a 3 percent 
increase over 1982. 
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MARLINE OIL CORPORATION 


REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 


To the Board of Directors and Stockholders of 
MARLINE Or CORPORATION: 


We have examined the consolidated balance sheets of Marline Oil Corporation (a Delaware cor- 
poration) and subsidiaries as of December 31, 1983 and 1982, and the related statements of consoli- 
dated income (loss), stockholders’ equity and changes in financial position for each of the three years 
in the period ended December 31, 1983. Our examinations were made in accordance with generally 
accepted auditing standards and, accordingly, included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the consolidated financial statements referred to above present fairly the financial 
position of Marline Oil Corporation and subsidiaries as of December 31, 1983 and 1982, and the results 
of their operations and the changes in their financial position for each of the three years in the period 
ended December 31, 1983, in conformity with generally accepted accounting principles applied on a 
consistent basis. 


ARTHUR ANDERSEN & Co. 


Houston, Texas 
April 3, 1984 (except with respect to the matters 
discussed in Note 17 as to which the date is 


October 16, 1984) 
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MARLINE OIL CORPORATION AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 


ASSETS 
December 31, December 31, 
1983 1982 
Current assets: aes 
Gacshizand=.cashrequivalentsi: oricts obese ea ca ths EM lence ae cio $ 3,262,000 $ 1,199,000 
Receivables — 
Drilling programs. Note 5) ....¢.ccus ss. ch ee eo ee 2,425,000 4,852,000 
Trade, net of allowance for doubtful accounts of $627,000 in 1983 and 
S455 COUNT LOOa > DUN An ethan ida dee ke ec tele eee rt 3,891,000 5,332,000 
ASALeS (UNOLO TO entre. i a Sh eka ink gilts lan Mes co cahaees 746,000 3,014,000 
GLEE? 9p Slat asa RRR Aa, MEAS MN re bec ne URC taraiegety ee MANO 336,000 491,000 
VANCES: tO OpeTatorss ass cc kb eet ates hes baie (ite ee 190,000 239,000 
Marketable securitiesa NOte GO) esters bn mick < a tone ecco lee ait ie Re pe 1,649,000 
Emventories mUINOtCT Lipa ate actress hex Qa is) Beaute oe 7,396,000 5,412,000 
Property held for resale, at lower of cost or net realizable value ......... 1,165,000 1,165,000 
‘Lotal-current assets: . fale aU OL UY ee be RO, 19,411,000 23,353,000 
Notes receivable from stockholders (Note 5) ......................0.0.0000.. 980,000 1,154,000 
Drilling program receivables due after one year, net of allowance for uncol- 
lectible amounts of $8,104,000 in 1983 and $7,367,000 in 1982 (Note 5) ... 4,394,000 1,123,000 
Investments# (Note: 6) Meee ic ee eee erodes. BOR OL O Bee. PRET orl maee. 3,014,000 3,014,000 
HauipmentminventoryaGNotew |) meaner caer en eens a, nea, cen 382,000 1,146,000 
Property and equipment, at cost: 
Oil and gas properties, on a full-cost basis (Note 8) ................... 60,255,000 51,856,000 
Prams DLODELTIES al NOLG Smits Shen fee an alas, grata 4 bekcod eee ¢ 36,802,000 28,911,000 
CREP dn ee ake Ceo ye ha. ORR 2,148,000 1,979,000 
99,205,000 82,746,000 
Less — Accumulated depreciation, depletion and amortization ........... (24,557,000) (19,003,000) 
74,648,000 63,743,000 
Other assets, net of accumulated amortization ............................ 1,788,000 1,926,000 
$104,617,000 $ 95,459,000 


See accompanying notes to consolidated financial statements. 
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MARLINE OIL CORPORATION AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS — (Continued) 


LIABILITIES AND STOCKHOLDERS’ EQUITY 
December 31, December 31, 


1983 1982 
Current liabilities: 
Notés payable “(Note™10) to) Fee oe en ee $ 1,919,000 $ 1,532,000 
Current portion of long-term debt (Note: 10)¢ 5... es. nee 3,901,000 6,791,000 
Accounts payable and accrued liabilities ......................... hhh 9,561,000 9,839,000 
Advances. from. joint interest partnerst.+1 «) (a) Se Dass eee 562,000 593,000 
Total current’ liabilities 422 © 3 oe. eee ee 15,943,000 18,755,000 
Long-term) rdebt.:( Note. 100 :..4 56... NPR! SES, Ree 23,112,000 48,993,000 
@ther liabilities "andedefered credits). (Noten): a5 eer 5,830,000 5,833,000 
Deferredt income taxesm¢Note) 9)) cman eee nade ae ne eee 299,000 299,000 
Commitments and contingencies (Note 15) 
Redeemable preferred stock: 
Series Q participating preferred stock, $1 par value, 10,000,000 shares 
authorized, 2,628,904 shares outstanding in 1983 (Note 12) .......... 21,120,000 — 
Stockholders’ equity: 
Capital stock — 
Series A common, $.03 par value, 21,000,000 shares authorized, 
12,298,844 shares outstanding in 1983 and 9,192,828 outstanding in 
1982: -(Note= 13 )rrme oe ec. A ee 369,000 276,000 
Capitaluin ‘excess.of paruvalue’ luc... =: 45606447 eee en eee 58,008,000 34,229,000 
Retained earnings (deficit) ................ i2eig ek, eae ay (20,064,000) (12,550,000) 
38,313,000 21,955,000 
Less — Treasury stock at cost — 
SerieseAy common y20/5Soushares im) |. 9S2 a a (376,000) 
38,313,000 21,579,000 
$104,617,000 $ 95,459,000 


See accompanying notes to consolidated financial statements. 
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MARLINE OIL CORPORATION AND SUBSIDIARIES 


STATEMENTS OF CONSOLIDATED INCOME (LOSS) 


Revenues and other income: 
Sales — 
SWIMM cy DOOM SUDDIIES Sy et enn yee oe ioe oe ae 
Oil andegas —. «URE de ics VRAIS ce oe eo SA. 
Gain on sale of Canadian oil and gas properties (Note 4) . 
DamAgeMenCMIeeS Mae ee ce Ee ers ne 
Gainronusaletofsinvestinentst. 2 2YONe SAIS oo. gk 
ITEC tame eee aS SPIRE or VAR LI Se fon okies gehen co wategoets Redness 
(QUINN Doe. seek Ome Re, Celie Riset ARERR ue earn Ga Ee) 


Costs and expenses: 
Costiof swimming poolsupplies‘sales* 0.50. UV 5. p82 
Production and lease operating expenses ................. 
Bederal- excise. taxes: s.0..5 5. 40... «DEMS AMO eed Seta = 
Depreciation, depletion and amortization ................ 
Abandonedemining properties ......000008)..... 2.2.4... 
@eneralland administrative i). 4k Ges ca ec ke as 
Interest, net of capitalized interest (Note 1) ............. 
Provision for uncollectible receivables .................. 
Provision for loss on oilfield equipment inventory .......... 
Unrealized Josses on.investments: 2. 22.4.0: ys kak ee bes 


Income s(loss) before, incomes taxes) tears e000... ee lees 
Provision fori income: taxes «(Notex9) 14... ... 006. O05. 26... 208. ATs 


INetsincomen( loss) suneint Sovwntory. fecal. os Leortwet. occ... 


Net income (loss) "pen common isharelen.........--4¢0 000004: 


for the Year Ended) December 31 


1983 


$29,777,000 


8,772,060 
1,671,000 
511,000 
589,000 
17,000 


41,337,000 


23,292,000 
2,120,000 
206,000 
5,667,000 
38,000 
11,137,000 
5,146,000 
854,000 
391,000 


48,851,000 


(7,514,000) 


$ (7,514,000) 
$(.79) 


1982 


$ 26,364,000 


9,534,000 
1,811,000 
336,000 
348,000 
3,000 


38,396,000 


20,130,000 
1,934,000 
210,000 
4,935,000 
4,512,000 
10,487,000 
4,876,000 
438,000 
300,000 
488,000 


48,310,000 


(9,914,000) 
913,000 


$(10,827,000) 
$(1.18) 


1981 


$ 25,801,000 


12,083,000 
13,339,000 
2,822,000 


1,451,000 


55,496,000 


19,767,000 
1,617,000 
262,000 
6,560,000 
586,000 
8,865,000 
3,000,000 
7,381,000 


48,038,000 


7,458,000 
456,000 


$ 7,002,000 


$.74 


See accompanying notes to consolidated financial statements. 
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MARLINE OIL CORPORATION AND SUBSIDIARIES 
STATEMENTS OF CONSOLIDATED STOCKHOLDERS’ EQUITY 


Series A 
Commgoes Capital in Retained Total 
Number Excess of Earnings Treasury Stockholders’ 
of Shares Amount Par Value (Deficit ) Stock Equity 
Balance at December 31, 1980 8,422,306 $253,000 $29,125,000 $ (8,077,000) $(871,000) $20,430,000 
Amounts applicable to merged 
company — AOA EEE Os oe 608,572 18,000 (8,000) (564,000 ) — (554,000) 
Capital contributed from stock- 
holders of merged company . — as 2,789,000 — — 2,789,000 
Acquisition of 1,671 treasury 
SUNEVK Se SSRs ote ene eh me — = = = (49,000) (49,000 ) 
Transfer of 14,669 treasury 
shares to stock bonus plan — = — — 249,000 249,000 
Stock options exercised 161,950 5,000 1,153,000 a a 1,158,000 
Net income ee ete aes a — 7,002,000 aoe 7,002,000 
Balance at December 31, 1981 9,192,828 276,000 33,059,000 (1,639,000) (671,000) 31,025,000 
Capital contributed from stock- 
holders of merged company . = a 264,000 ox as 264,000 
Transfer of 17,374 treasury 
shares to stock bonus plan — — (87,000 ) ~— 295,000 208,000 
Conversion of long-term debt to 
additional equity of merged 
company CEST, See — a= 993,000 — — 993,000 
Net lossyers ./ ~ Te — — — (10,827,000) — (10,827,000 ) 
Net loss of merged company for 
the month ending December 
31, 1981, omitted in the state- 
ment of consolidated income 
(loss) (Note 2) a he — — — (84,000) — (84,000 ) 
Balance at December 31, 1982 9,192,828 276,000 34,229,000 (12,550,000 ) (376,000) 21,579,000 
Issuance of common stock for 
cash a rae 8 3,106,016 93,000 24,022,000 Se — 24,115,000 
Transfer of 20,583 treasury 
shares to stock bonus plan . —~ — (243,000 ) — 376,000 133,000 
Net loss rt a = — — (7,514,000 ) — (7,514,000 } 
Balance at December 31, 1983 12,298,844 $369,000 $58,008,000 $(20,064,000) $ — $38,313,000 


See accompanying notes to consolidated financial statements. 


Increase (decrease) in working capital 


MARLINE OIL CORPORATION AND SUBSIDIARIES 


STATEMENTS OF CONSOLIDATED CHANGES IN FINANCIAL POSITION 


Funds provided from: 


Net income (loss) 
Add (deduct ) — Nonworking capital items — 
Depreciation, depletion and amortization ................. 
Abandoned mining properties sh. (YR ae et. OTs 
Amortization of debt discount and financing costs ......... 
Imputed interest on minimum royalty obligation ........... 
DeLeIred wiNCOMEGLAXCS Ve rete Lars kins inven ion. sun an 
Gain. on sale. of, oil and ‘gas*properties ..........525. 0%. 
Provision for losses on drilling program receivables ........ 
Provision for loss on oilfield equipment inventory ......... 


Net loss of merged company for the month ending December 
31, 1981, omitted in the statement of consolidated income 


(loss) 


Funds provided from operations .............. 
Testlance ror Commo TstOC KT ooh tere a ee Loe: 
Issudncetobepreterred=stock= . ssenusearets lo hc 
ipcreasemine one-term: debts. 2 snes. ep te oe ek 
Increases minimum royalty oplgation. «........12. 26.0460. 6 
Additional contributed capital from stockholders ... 
Decrease in noncurrent notes receivable ..................... 
Proceeds from sales of oil and gas properties ................. 
Transfer of treasury stock to stock bonus plan................ 
Deferred option consideration received ...................... 


Noncurrent equipment inventory reclassified as current ........ 


Tota] funds provided 


Funds required for: 


Conversions and repayments of long-term debt...... ......... 
Additions to property and equipment, net ................... 
Increase in notes receivable from officers .......2.......4+:. 


Increase in noncurrent drilling program receivables 


Decrease in deferred revenue 


Acquisition of treasury stock 


Increase in investments pledged on long-term debt ......... 


Increase in noncurrent equipment inventory, net 


Other 


Total funds required 


For the Year Ended December 31 


1983 


$(7,514,000 ) 


5,667,000 
38,000 
762,000 
202,000 


737,000 
391,000 


283,000 
24,115,000 
21,120,000 


174,000 


133,000 


373,000 


46,198,000 


26,643,000 
16,459,000 
4,008,000 
205,000 


13,000 


47,328,000 
$( 1,130,000) 


1982 


$( 10,827,000) 


4,935,000 
4,512,000 
515,000 
293,000 
164,000 
301,C00 
300,000 


(84,000) 


109,000 
993,000 
26,484,000 
3,035,000 
264,C00 
1,031,000 
208,000 
2,000,000 


34,124,000 


7,996,000 
27,957,000 
694,000 
671,000 
3,014,000 
189,000 
(3,000) 


40,518,000 
$ (6,894,000) $ 5,426,000 


1981 


$ 7,002,000 


6,560,000 
586,000 
422,000 

(1,813,000 ) 
(13,339,000 ) 
7,066,000 


6,484,000 


1,158,000 


18,930,000 


2,789,000 
24,941,000 
249,000 


54,551,000 


7,945,000 
32,906,000 
1,154,000 
5,208,000 
509,000 
49,000 
1,257,000 
97,009 


49,125,000 


See accompanying notes to consolidated financial statements. 
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MARLINE OIL CORPORATION AND SUBSIDIARIES 


STATEMENTS OF CONSOLIDATED CHANGES IN FINANCIAL POSITION — (Continued) 


Increase (decrease) in components of working capital: 


Cash and cash equivalents 


Receivables 


Advances to operators 


Marketable securities 


Inventories 


Property held for resale 


Notes payable 
Current portion of long-term debt 


Accounts payable and accrued liabilities 


Advances from joint interest partners .......... 


Accrued income taxes 
Increase (decrease) in working capital 


Working capital, beginning of period 


Working capital, end of period 


For the Year Ended December 31 


1983 


$ 2,063,000 
(6,291,000) 
(49,000) 
(1,649,000) 
1,984,000 
(387,000) 
2,890,000 
278,000 
31,000 
(1,130,000) 
4,598,000 
$ 3,468,000 


1982 


$ 420,000 
2,778,C00 
(535,000) 
(10,008,000 ) 
2,602,060 
1,165,000 
(1,532,000) 
(4,189,000) 
959,000 
229,000 
1,717,000 
(6,394,000) 
10,992,000 
$ 4,598,000 


See accompanying notes to consolidated financial statements. 


1981 


$ 4,000 
(2,630,000 ) 
(1,476,000 ) 
11,657,000 

219,000 


(1,793,000) 
1,729,000 
(793,000) 

(1,491,000) 


5,426,000 


5,066,000 
$ 10,992,000 


MARLINE OIL CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(1) Summary of significant accounting policies 
Principles of consolidation 


The consolidated financial statements include the accounts of Marline Oil Corporation, a Dela- 
ware corporation (“Marline Oil”), and its wholly owned subsidiaries, Marline Petroleum Corporation 
(“Marline Petroleum”), Marline Uranium Corporation (“Marline Uranium”), Marquip, Inc. (“Mar- 
quip”), Marline Energy Corporation, Appalachian Minerals Corporation and Marline of Texas, Inc. 
(collectively referred to as “the Company”). Intercompany accounts and transactions have been 
eliminated in consolidation. 


Change in fiscal year 


Effective December 31, 1982, the Company changed its fiscal year-end from June 30 to December 
31. Accordingly, the financial statements presented for 1981 have been restated to reflect the change 
to a December 31 year-end. 


Currency translation 


The Canadian dollar financial statements for the Company’s Canadian activities have been trans- 
lated to United States dollars. Gains and losses on translation are not material to the consolidated 
financial statements. 


Oil and gas properties 


The Company follows the full-cost method of accounting for oil and gas properties. Under this 
method, all productive and nonproductive costs, including the Company’s proportionate share of the 
cost of partnership properties, incurred in connection with the exploration for and development of oil 
and gas reserves are capitalized. Such capitalized costs include lease acquisition, geological and geo- 
physical work, delay rentals, drilling, completing and equipping oil and gas wells and other related 
costs together with administrative costs applicable to the Company’s technical personnel directly 
engaged in exploration and development activities. No gains or losses are recognized upon the sale or 
other disposition of oil and gas properties except in extraordinary transactions (see Note 4). 


The capitalized costs of oil and gas properties are amortized on a composite unit-of-production 
method. The annual provision for depreciation, depletion and amortization is computed separately for 
the United States and Canadian cost centers by dividing oil and gas sales by total estimated future 
gross revenues applicable to the aggregate proved oil and gas reserves and applying the resulting rate 
to the unamortized costs of oil and gas properties plus estimated future development costs. 


Uranium and coal properties 


The Company capitalizes all costs and expenses, including interest expense, relating to explora- 
tion of uranium and coal properties on a project-by-project basis. The costs of each project will be 
amortized over the life of the related reserves when production commences or are expensed upon the 
determination that economically producible reserves are not present. During 1983, 1982 and 1981, 
$38,000, $4,512,000 and $586,000 of costs relating to abandoned projects were expensed. The Company 
incurred total interest costs of $8,621,000 in 1983, $7,540,000 in 1982 and $5,296,000 in 1981 and capi- 
talized $3,475,000 in 1983, $2,664,000 in 1982 and $2,296,000 in 1981 as additional costs of uranium and 
coal properties. 
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Management fees 


The Company manages and operates private oil and gas joint ventures and limited partnership 
drilling programs formed to acquire, test and develop oil and gas prospects in the United States. The 
Company makes a capital investment in certain of such programs and, as manager and operator, 
receives management fees for technical and administrative services it performs on behalf of such pro- 
grams in accordance with the terms stated in the limited partnership agreements. For those programs 
in which the Company is required to make a capital investment, the Company limits its revenues from 
management fees to the amount that such fees represent reimbursement for amounts currently charged 
to expense. To the extent that the fees from these programs exceed the expenses incurred in earning 
the fees, the excess is recorded as a reduction of the Company’s costs of oil and gas properties. 


Drilling program receivables 


The Company has made interest-bearing advances to certain of its managed drilling programs to 
cover the costs allocable to the program participants which exceed the participants’ contributions or 
other cash available to fund the participants’ share of program activities. These advances will be 
recovered from future receipts otherwise allocable to the participants in the programs. To the extent 
that the balance of the advances to a particular program exceeds the total of the future net revenues 
allocable to the participants in the program, based on estimates of proved oil and gas reserves after 
deducting estimated future costs allocable to the participants, the excess is recorded as an allowance 
for uncollectibie receivables and is included in the consolidated statements of income (loss) currently. 
Interest on advances is recognized only to the extent it is recoverable. 


Inventories 


Inventories consist primarily of swimming pool supplies and oilfield equipment. Oilfield equip- 
ment inventory is classified as current or noncurrent based upon the Company’s expectation of the 
timing of the utilization or disposition of the inventory. The Company maintains its oilfield equipment 
inventory at the lower of average cost or market. 


Swimming pool supplies inventories are valued at the Jower of cost or market on the last-in, 
first-out method. If the first-in, first-out method of inventory valuation had been used by the Com- 
pany, inventories would have been valued $1,160,000 and $885,000 higher than reported at December 
31, 1983 and 1982, respectively. The Company’s swimming pool supplies inventories are pledged to 
secure various debt agreements. 


The following table sets forth (in thousands) the Company’s inventory balances as of December 
31, 1983 and 1982: 


1983 1982 
Current — 
Swimming pool supplies Pet Se ee a had $6,777 $5,412 
Oilfield equipment . | eet: $5 2320 619 
$7,396 $5,412 
Noncurrent — 
Oilfield equipment en Bod aera $ 382 $1,146 


Oilfield equipment inventories are stated net of a valuation allowance of $643,000 in 1983 and 
$252,000 in 1982. 
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Income taxes 


Deferred taxes are provided on timing differences between taxable and financial statement income. 
The Company follows the flow-through method of accounting for investment tax credits whereby the 
credits available each year are applied as a reduction of the tax provision. 


Net income per common share 


Net income per common share is computed using the weighted average number of shares of 
common stock and common stock equivalents outstanding in 1981. No effect was given to common 
stock equivalents in 1983 and 1982 as losses were incurred. The average number of shares of common 
stock and common stock equivalents outstanding was 9,807,777 in 1983, 9,192,828 in 1982 and 
9,469,662 in 1981. The 1983 net loss per common share includes $247,000 of cumulative dividends 
related to preferred stock (see Note 12). Earnings per share on a fully diluted basis were not 
materially different from primary earnings per share. 


(2) Business combinations 


In August 1982, the Company acquired all of the outstanding common stock of Poolquip 
Holding Company (“PHC”), a wholesaler of swimming pool equipment and supplies, for 952,383 
shares of the Company’s Series A common stock and warrants to purchase additional shares at 
$11 per share (see Note 13). Because the Company and PHC were under the control of certain 
common major stockholders, the merger was accounted for at predecessor cost (substantially 
the same basis as a pooling of interests). The financial statements for 1981 have been restated to 
include the accounts of PHC. PHC’s fiscal year ended on November 30, and PHC’s financial 
information reflected in the Company’s restated consolidated financial statements for the year 
ended December 31, 1981, is as of a November 30 fiscal year. Concurrently with the acquisition 
of PHC, the Company merged PHC into Marquip. For 1983 and 1982, the fiscal year of Marquip 
conforms to that of the Company. 

As a result of the merger with PHC, two individuals became officers and directors of Marquip. 
The two individuals were also major stockholders of Quanah Petroleum Inc. (“Quanah”). In October 
1983, the Company acquired all of the outstanding common stock of Quanah, a company principally 
engaged in the exploration for and production of oil and gas, for 608,572 shares of the Company's 
Series A common stock. The transaction also involved the issuance of 2,628,904 shares of a new 
series of redeemable participating preferred stock in exchange for certain Quanah debtholder interests 
(see Notes 10 and 12). Concurrently with the acquisition of Quanah, the Company merged Quanah 
into Marline Petroleum. The merger was accounted for as a pooling of interests. The financial 
statements for 1982 and 1981 have been restated to include the accounts of Quanah. 

The following is a reconciliation of revenues and net income (loss) (in thousands) of the 
Company prior to the mergers to the combined restated results for the years ended December 31, 
1983, 1982 and 1981: 


1983 1982 1981 

Revenues prior to mergers — 

Excluding PHC and Quanah ......... $36,391 $ 14,421 $27,920 

15d SO ES LG NE lee OI eran — 19,712 25,801 

Ovianalh ee eee pee he rat net ie ciecn 4,946 4,263 ibe 7h) 
Asuvestated shin jae cco Nieto Be $41,337 $ 38,396 $55,496 
Net income (loss) prior to mergers — 

Excluding PHC and Quanah ......... $(2,173) $ (9,016) $ 7,281 

PEC cee Wa Mane tr een res ee ke — 938 888 

Ouanalitita 23. otsee Sin teeth hale (5,341) (2,749) (1,167) 
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(3) Uranium properties 


The Company’s investment in uranium properties consists primarily of mineral rights held under 
long-term leases, totaling over 45,000 acres, in the State of Virginia. A substantial amount of explora- 
tory work has been conducted on certain of these leases. A working interest option covering approx- 
imately 300 acres has been granted to a major uranium producer which is conducting further evaluation 
of these leases. 


Successful operation of the uranium project is dependent upon obtaining requisite licenses and 
permits to mine the property and construct and operate a mill, financing the substantial future capital 
investment required to develop a mine and mill complex, and the development, production and sale 
of reserves. In the opinion cf management, there has not been an impairment in value of the 
Company’s investment in uranium properties. 


(4) Sale of Canadian oil and gas properties 


In November 1981, the Company sold all of its producing and nonproducing oil and gas 
properties in Canada. The total consideration received by the Company included $14,404,000 in cash 
and 2,250,000 shares of common stock of Aberford Resources Ltd. (“Aberford”), the acquiring com- 
pany. The sale of the Canadian oil and gas properties resulted in a gain of $13,339,000 before related 
income taxes. 


(5) Transactions with related parties 


In May 1982, the Company issued notes payable totaling $2,000,000 to two individuals who 
directly or indirectly control a substantial portion of the outstanding capital stock of the Company. 
In consideration of the purchase of $700,000 of the Company’s 13.5% promissory notes (see Note 10), 
the balances of the notes were reduced to $1,300,000 in December 1982. The remaining $1,300,000 
was repaid in full during June 1983 with interest at the prime rate in effect from time to time at the 
Company’s principal bank. In January 1983, a total of $350,000 of the two individuals’ original 
subscription of 13.5% promissory notes was rescinded and repurchased by an outside investor. 


During December 1981, the Company agreed to lend to two of its officers up to a total of 
$1,420,000 to enable the officers to exercise options on an aggregate of 161,750 shares of the Company's 
common stock (see Note 14). As of December 31, 1983, a total of $1,154,000 had been drawn on the 
loans. The loans are evidenced by promissory notes and are secured by the stock acquired by the 
officers through the exercise of the stock options. The loans are noninterest-bearing to the extent of an 
aggregate total of $1,154,000; the remaining $266,000, if drawn, will be interest-bearing at 8% per 
annum. The carrying amounts of the loans in the accompanying balance sheets have been presented 
without regard to a discount for their noninterest-bearing nature because of the uncertainty as to the 
date of repayment. The outstanding principal balances of the loans are due on December 31, 1984, or 
earlier if the shares acquired are sold or otherwise disposed. As a result of the death of one of the 
officers in September 1982, the maturity of one of the loans with an outstanding principal balance of 
$980,000 was automatically extended to December 31, 1987. 


The Company has organized limited partnership drilling programs in the United States in which 
certain of the Company’s stockholders, directors, controlling persons and debenture holders or their 
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affiliates, as well as other unrelated parties, have invested. The Company has made interest-bearing 
advances to certain of these drilling programs and will recover such advances from future receipts 
otherwise allocable to the participants in the programs (see Note 1). Interest income earned from 
the programs totaled $300,000 in 1983, $182,000 in 1982 and $1,229,000 in 1981. The Company 
recognized an allowance of $737,000 in 1983, $301,000 in 1982 and $7,066,000 in 1981 applicable to 
the portion of the advance balance to one of the programs which exceeded the total of the estimated 
future net income from proved oil and gas reserves after deducting estimated future costs allocable 
to the participants in the program. 


During October 1982, the Company sold 330,000 shares of common stock of Aberford to a major 
stockholder for a consideration of $2,091,000. During 1983, the major stockholder loaned the Company 
a total of $17,500,000 with interest at 42% above the prime rate of its major bank. In November 1983, 
the Company exchanged 2,187,500 shares of its Series A common stock plus a warrant to purchase 
75,000 additional shares at $11 per share for the $17,500,000 principal balance of the loans. 


In accordance with agreements with a corporation controlled by individuals who became 
shareholders of the Company pursuant to the acquisition of PHC (see Note 2), Darbco, Inc., d/b/a 
Poolquip-McNeme (“Poolquip”), a wholly owned subsidiary of Marquip, has engaged the corporation 
to recruit and train executive and management personnel and to consult with and assist Poolquip in 
connection with financial planning, capital budgeting and other business planning. In return for such 
services, the corporation receives compensation in the forms of (1) a fixed annual fee and (2) an 
incentive fee based upon a percentage of Poolquip’s adjusted pretax income in excess of a specified 
amount. The fees earned by the corporation from Poolquip totaled $372,000 in 1983, $567,000 in 1982 
and $531,000 in 1981. 


The Company has sold working interests in undeveloped oil and gas properties to stockholders 
and affiliates of stockholders on the same terms as sales to unaffiliated parties. Amounts related to 
these transactions, aggregating approximately $572,000 in 1983 and $923,000 in 1982, are included in 
accounts receivable. 


(6) Investments and marketable securities 


Investments and marketable securities are carried at the lower of cost or market and consist of 
common stock of Aberford and First City Financial Corporation Ltd. The carrying value (in thousands) 
of these equity securities as of December 31, 1983 and 1982, is as follows: 


1983 1982 
Current — 
IEG te rity ae es Bice AER ey a te ean cd, hr eae see Sry $ — So aon 
PAD EL EOTClaae Aate. =e es Peer AN a ny Se re — a 
Deduck——-Vall ationiallOwancee ta mannan ieee here eee — (488 ) 
aoe 1,649 
Noncurrent — 
INIXSEUCIGL Sar ee ee a IR ee ok OR eee eee ana ae 3,014 3,014 
$3,014 $4,663 


At December 31, 1983, the Company owned 589,444 shares of Aberford common stock with a 
market value of $4,383,000. A total of 582,500 Aberford shares are pledged to secure notes payable 
(see Note 10). 
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(7) Industry segment information 

The Company operates principally in three industries: (1) wholesale swimming pool equipment 
and supplies, (2) oil and gas exploration and production and (3) uranium exploration, and in two 
geographic areas —the United States and Canada. Set forth below (in thousands) is information 
concerning these segments of business for 1983, 1982 and 1981. 


1983 1982 1981 
Sales — 
Pool supplies .... oth Dee een ca ae $ 29,777 $ 26,364 $ 25,801 
Oi sari Mars eee. a ke ee ee err a 8,772 9,534 12,083 
$ 38,549 $ 35,898 $ 37,884 
Operating income (loss ) — 
Poolsutiplios 24 «Mian Ahern <peteephaaenie ae $ 6,485 $ 6,234 $ 6,034 
Oil inde caso ein) ns ee ee ce ae 1,188 2,819 3,944 
LPS, cn cea os es eet (38) (3,705) (586) 
Otte rate, 6 ela iet ade A Ato Sie oa ee oe — (807) nas 
$ 7,635 $ 4,541 $ 9,392 
Identifiable assets — 
IROOSUDDUe See tae crete gee el a $ 10,173 $ 8,649 See vice 
ila A igas St” Satie ey Ses aay Ase 53,012 56,377 48,473 
Wraniimip aartc Taye on 2. aeheae ee: 38,170 29,234 23,476 
(9) ES ee gs cclksiry i bes ras Pek tol we ce Se ; — —_ 720 
$101,355 $ 94,260 $ 77,843 


United States ; Canada Consolidated 


near TdentitiablesaSsetsm teens ane Crhiten A 8 $101,355 i $101,355 
Gorporatemassctsw Cas isn eee ms REY 3,262 
VOtalEgeSSCESN ow allo ch Paes Brie Ae ee $104,617 
Sal ceydtvend nus) 3 ley donaaee, Sek ae an $ 38,549 piel $ 38,549 
Operating income ten... Ma. cave ie. Gana laah ip STGG5 $ — $ 7,635 
Management” LEGS oc tg, fea us oh ee ee Lats $ 1,671 $ — L671 
General and administrative and other expenses, in- 7ieh dh 
cluding interest income and other income _ . (16,820) 
Toss before income taxes) 25-1250... 5. 20. cr Rat 2 Ok $ (7,514) 
1982 — 
sotalerdentittablemassctsese: as: n itn: ments men en aann $ 94,260 Si $ 94,260 
(ouporate assetsae Cas ie me. seis ea ee ae 1,199 
Total assets i: Teh weer re) ie Ae $ 95,459 
ea ae Bed 5 = Ret li Rance yr a Rue pra Ud nde? $ 35,898 ——— $ 35,898 
Operatinoe incomes (LOSS) meee) Seer a ee S07 $(2,530) $ 4,541 
ManacementeleeStn.ctat 6 Wee the Bie bok aie Blas a HeSie 
General and administrative and other expenses, in- 
cluding interest income and other income (16,266) 
Loss before income taxes ............ A cee $ (9,914) 
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United States Canada Consolidated 


1981 — 

‘Lotatsidentifiables assets: isco bia Pa ok 8.735822 S24 020 $ 77,843 
GorporatewassetscaSih aie te ee ete oie ee Ve 779 
DO tM aSSCES Bema ta Ratan bate te ica en ha dim ated oats! $ 78,622 
SE Caen MOL CMe tit Rea INE Se SAME 9 Bora re $ 36,575 $ 1,309 $ 37,884 
Operating income, «su tk ots Seen A eee ern ae oe $ 9.283 Sea Log $ 9,392 
NATIA GEIR ent 2 hes axe cum etic Beet Sak a Poet dae $ 2,409 $ 413 2,822 
General and administrative and other expenses, in- 

cluding interest income and other income ...... (4,756) 
Incomesbefores income: taxes: (n= ketene. cee $ 7,458 


Operating income is defined as sales of oil and gas and swimming pool supplies less cost of sales, 
production and lease operating expenses, federal excise taxes, abandoned mining properties and 
depreciation, depletion and amortization related to oil and gas producing activities. There were no 
sales of coal or uranium during 1983, 1982 or 1981. 


(8) Oil and gas producing activities (unaudited) 


The following tables set forth (in thousands) certain information about the Company’s oil and 
gas producing activities for the years ended December 31, 1983, 1982 and 1981, pursuant to the 


requirements of Statement of Financial Accounting Standards No. 69 “Disclosures About Oil and Gas 
Producing Activities.” 


COSTS INCURRED 


Acquisition 
of Unproved 
Properties Exploration Development Total 
1983 — 
UTULOC OLS LES iti | gen oat he then $1,611 $2,391 $4,903 $ 8,905 
1982 — 
Mimited= Stateswecs oe. lee aan tres hee $2,614 $6,984 $7,947 $17,545 
1981 — 
United States Me Ayre) ferkres $2,260 $6,054 $3,402 $11,716 
Canada tsp cere tpn Aes ee 126 456 907 1,489 
$2,386 $6,510 $4,309 $13,205 
CAPITALIZED COSTS 
. December 31 
1983 1982 
PrOVed Properties? wah winks Se ee AMA S. EYORREEMIES 20k EOL Meth. 2M Te $57,745 $50,010 
ihiptoved moroperties } jiivbos te Hovisos! sot paiviges .te)-wel bakiarasal 2,510 1,846 
Aggregate capitalized costs at end of year (all being amortized) ................... 60,255 51,856 
Accumulated depreciation, depletion and amortization ................. 0.000 e eee, 23,662 18,404 
Net “capitalized acostcmes ss eemreetatn AMON, TEN EO RM dah an ee tee wo $36,593 $33,452 
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RESULTS OF OPERATIONS FROM OIL AND GAS PRODUCING ACTIVITIES 


_ December 31 
1983 1982 
Revenue from oil and gas producing activities ........ LOS ee a Sagara, ae a $ S772 $ 9,534 
Expenses — 
Production. Gifting \seostsicure cme emeee emesis een 220 1,934 
Technical support and other .......... RETO ea awl ANE Or 2,641 2,529 
Depreciation, depletion and amortization .. ecidiac shee ee eas ee ee. SDS 4,571 
Federal excise tax .......... sah Ly ois dg GR Ss bind Mena eo eee ee 206 210 
Total -expensesie 1a .c Sy ee eee ee eee td SN a Se celae 10,225 9,244 
Pretax income from producing activities |. os oak AE pili a as sR ee ree (45.5) 290 
Incomes ta pLOwiStO ne eee ae ne hts © eae Fe yy Aly Ge tea G0. 4 ee — 
Results,of operations from oil and gas producing; activities; 4). 4-4. 9.0 een ee $(1,453) $ 290 
United 
States Canada Total 
Year ended December 31, 1981 — 
Revenue from oil and gas producing activities ..........tue).eun ome. $10,774 $1,309 $12,083 
Expenses — 
Production. littines)ecosts 1mCurre ds. ats ers asian ee ae 1,559 58 1,617 
echnical support aide Ouner aaeey yrs ae eee Sig Cin. eee 2,006 48 2,054 
Depreciation, depletion and’ amortization’ ja. 2.44 ae ee 5,701 559 6,260 
Pedéral excise tase. te 1 eternity cue cat ere Nl ee nee na ee 265 (3) 262 
MOtalme SOC SCS meee TPR isthe hh eb nent te Set oe 9,531 662 10,193 
Pretax income from producing activities ........ CE eee ee ee 1,243 647 1,890 
Income tax- provision ......<:...... readings "hits hs Gane ee (66) (84) (150) 
Results of operations from oil and gas producing activities ............ : SS bila $) 563 $ 1,740 


Estimates of the Company’s proved oil and gas reserves and related valuations, as shown in the 
following tables, were developed pursuant to Statement No. 69. Future recoverable oil and gas 
reserves and projected revenues at December 31, 1983, were estimated by B. P. Huddleston & Co. Inc. 
Reserve reports prepared by other firms of independent petroleum engineers were used to prepare 
reserve disclosures for earlier years. Crude oil includes condensate and is stated in thousands of 
barrels. Natural gas is stated in millions of cubic feet. 


Estimated future net cash flows trom production of proved reserves and the discounted amount 
(discounted estimated future net cash flows less estimated future income taxes, or standardized 
measure) therefrom were determined by (a) applying prices received at yearend (increased by fixed 
and determinable future contract escalations of gas prices) to the estimated future annual production 
of proved reserves reduced by (b) estimated future development, abandonment and production costs 
without consideration of inflation, (c) estimated future income taxes and (d) a discount factor based 
on an annual rate of 10%. 
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Future income taxes were determined by applying the statutory income tax rate to the future pre- 
tax cash flows relating to proved reserves less deductions for the tax basis in proved properties includ- 
ing future development costs and net operating loss and depletion carryovers. In addition, future 


income taxes are reduced 


by investment tax credit carryovers. 


ANALYSIS OF CHANGES IN PROVED RESERVE QUANTITIES 


Proved reserves at 
December 31, 1980 


Revisions of previous estimates 
Extensions and discoveries 


Proved reserves at 
December 31, 1981 
Revisions of previous es 


Extensions and discoveries 


Proved reserves at 
December 31, 1982 
Revisions of previous es 


Extensions and discoveries 


Production 


Proved reserves at 
December 31, 1983 .. 


Proved developed reserves — 
December 31, 1980 
December 31, 1981 ..... 
December 31, 1982 .... 
December 31, 1983 


United 
States Canada Total 
ON AITBE CSW SCR ie UOC SS EO Gas 

Con. 2s bere ae 219 7,759 40 12,724 259 20,483 

side. Hee ae (Gl) 435 6 33 (11) 468 

RS eeere tee tae 244 2,147 OSs 1,289 269 3,436 
OT ah ee (68) (Qik), (1) (770) (69) (3,287) 
ee «<n ee — — (70) NSs2763) (70) (13,276) 

dip icucg Meta ah KT 378 7,824 sas a 378 7,824 
timatesi pet + seer (145) (1,506) — — (145) (1,506) 

siete ere: See 433 2,054 — == 433 2,054 
ern tO) as eras (111) (1,406) a — Cush) (1,406) 
Nee es KE (e5) (79) — — (1) (79) 

Pe, ee eee 554 6,887 — — 554 6,887 
(HeMRWES: 2 oe ee he 34 (1,300) — 34 (1,300) 

5) ectepen set eeihenen gti 1,489 2.619 oa oo 1,489 2,619 

Rebels Sat dhe Se Ss (150) (1,143) a= — (150) GIIAS 

ea! 1,927 7,063 — == 1,927 7,063 

SRN aes eee abe ils 5,948 40 12,724 197 18,672 

1). SQeet Sraoelt 365. 6,361 — — 365 6,361 

ue aa 520 5,408 — — 520 5,408 

iat, CA ot 5 eae 943 4,574 — — 943 4 574 


STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS 


RELATING TO PROVED OIL AND GAS RESERVES 
December 31 


1983 1982 

ELUTCAOAS IEC Se ea. SN Gre ce IRIAN BR ie, it eee ace alee nem Tee $85,077 $49,861 
Future costs — 

Brodit Orie New SUM te Ee Re ee ee hd (17,954 ) (9,400 ) 

POE VCNO DUCT Ure ct Ree need Sr ard eee Ree Dh h Ao Bae aa, att, ere at (9,790) (5,973) 
A uture: netecash. flows. beforewincome taxiayen Abies eilhecwiag.paiselse - DU Wos 34,488 
UL MIECAIMGOM) CAL ANCSN okey DRAG Be oo fects ute 2 ae en eet ens ates Abe ee C7256) (3,047 ) 
ISU CEECAS TALLOW seateemn tl we Aah. Sher SOT ee. PS Cte BO O07 31,441 
LOCC CiScount factor Aaeemeaers. art. woe ee Lee). 7), Siuae vg eu wl eae) ALL ie (12,581 ) (8,311) 
Standardized measure of discounted future net cash flows ................ $37,496 $23 130 
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CHANGES IN STANDARDIZED MEASURE OF DISCOUNTED FUTURE 
NET CASH FLOWS RELATING TO PROVED OIL AND GAS RESERVES 


1983 1982 
Standardized measure, beginning of year .............. Aid. AR AS bd ED $23,130 $23,131 
Increase (decrease ) — 
Sales) net_of production: costs: 2) 1s eet aan ene (6,446) (7,390 ) 
Net change in sales prices, net of production costs .......... wala (3,916) 2133 
Extensions and discoveries, net of future production and development 
costs SR ee BEE. ue ey ee ee 24,078 9,629 
Changes in estimated future development costs .................. 2,384 39 
Development costs incurred during the period that reduced future 
development costs ...... Ly dO eA Oe eee 1,262 465 
Revisions in quantity estimates .................. Wace see (33921) (6,042 ) 
Accretion of discount: «cz #28 24. sac te ee 2 ree 2,450 2,582 
Net change in income taxes sos tena, apd meh cs Oo, oo ee ; (aL) IFS 
Sales; of Sreseryes-in-place mae ee see Ah Rs RW — (216) 
Changes in production rates (timing) and other ........ eee 596 (2,516) 
Standardizedimeasures end. of vear- ena anak nee ee ene eae $37,496 $23,130 


1981 


$31,081 


(10,204 ) 
1,403 


10,872 
(981) 


686 
1,169 
2,261 
1,400 

(13,188) 
(1,368) 


$23,131 


The standardized measure of future net cash flows does not purport to present the fair market 
value of the Company’s proved reserves. An estimate of fair value would also take into account, 
among other things, the recovery of reserves in excess of proved reserves, anticipated future changes 
in prices and costs and a discount factor more representative of the time value of money and the 
risks inherent in reserve estimates. 


(9) Income taxes 


Pretax income (loss) and the provision (benefit) for income taxes (in thousands) for each of 
the three years in the period ended December 31, 1983, consisted of the following: 


Pretax income (loss) — 
United States 
Ganadaeeiee 


Provision (benefit) for income taxes — 


United States — 
Current 
Deferred 


Total 
Canada — 


Curnent)yan aon 
Deferred ..... 


1983 


$(7,514) 


developed: purse te Seatement A Lae $(7,514) 


1982 


$(7,384) 
(2,530) 


$(9,914) 


1981 


$(5,369) 
12,827 


$ 7,458 


$ 722 
(29) 


693 


1,547 
(1,784) 


(237) 
$ 456 
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There is no tax provision for 1983 because the Company had a consolidated loss on both a book 
and tax basis. The 1982 and 1981 United States current income tax provisions result primarily from 
the operations of PHC (see Note 2) during the periods for which a separate tax return was filed. 
Subsequent to August 6, 1982, the operations of PHC are included in the U.S. consolidated tax return 
of the Company. The United States deferred income tax credits in 1981 primarily result from the 
reversal of prior year deferred taxes with net operating losses generated during the year. The Canadian 
deferred income tax credit in 1981 results from the sale of the Canadian oil and gas properties. 


Set forth below (in thousands) is a reconciliation between the income tax provision computed 
at statutory United States federal and Canadian income tax rates on income before income taxes 
and the income tax provision, as reported. No reconciliation is provided for 1983 because the Com- 
pany had no tax provision. 


1982 1981 
Income tax provision at United States and Canadian statutory rates _. $ 691 Sail. 
Changes in provision resulting from — 

United States — 
United States income taxes on Canadian income _. Saee = 5,900 
Steck-options exercised ins {anc Matic ©). >... NA 2 — (644) 
Statutory depletion in excess of tax basis. . se ove. — (598) 
Minimum tax on preference items .......... or: bn 299 -- 
Investment and foreign tax credits ......... {eee ee — (1,936) 
Reversal of deferred income taxes through utilization of net 
operating loss generated during the year... ae (135) (241) 
OUNGT Wine tae eric e eth EO EE ee es a) een aes 58 145 
Pry) 2,626 
Canada — 
Reversal of Canadian deferred income taxes and credits result- 
ing from sale of Canadian oil and gas properties .... 1. — (6,358 ) 
Royalties, rentals and similar payments deducted currently for 
financial reporting purposes which are not deductible for 
income, itax reporting purposes ts | oisacaaseno. tebe: : nN ae 434 
Resource and depletion allowances earn ne tek gs mat (102) 
Provincial tax credits and rebates . tek “a sol = (221) 
as) (6,247) 
Income tax provision, as reported es aber es emi far: $ 913 $456 


The 1982 and 1981 income tax provisions at United States and Canadian statutory rates include 
the PHC income tax provisions prior to merger at the statutory rate (see Note 2). 


As of December 31, 1983, the Company had an investment tax credit carryforward of $971,000, 
and a net operating loss carryforward of approximately $35,000,000 which will expire beginning 
in 1994 if not utilized to reduce U.S. income taxes otherwise payable in future years. In addition, 
the Company had a statutory depletion carryover of approximately $1,900,000 at December 31, 1983. 
Utilization of approximately $360,000 of the investment tax credit carryforward, $600,000 of the 
statutory depletion carryforward and $25,000,000 of the net operating loss carryforward, is limited 
to future taxable income of Marline Petroleum. If the net operating loss carryforward is realized, 
the appropriate deferred taxes will be reinstated. 
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(10) Long-term debt and short-term borrowings 


Long-term debt at December 31, 1983 and 1982, consisted of the following (in thousands): 


1983 1982 
Revolving credit note payable to a bank, interest at 12% over prime 
with a borrowing base of $8,000,000 at December 31, 1983 ns. $ 100 $ 6,800 
Term note payable to a bank, repayable in quarterly installments of 
$496,000 plus interest at %/ 4% over MONO. ha cee woe 6,944 7,936 
Term note payable to a bank, repayable in quarterly in dtallinents of 
$417,000 plus interest at 34% over prime ..... 2,499 4,167 
Term note payable to a bank, repayable in quarterly: Petalinients of 
$250,000 plus interest at 34% over prime, commencing October 1, 
1984 See a en ee nes 5,000 5,000 
13.5% secured promissory erates due December 1, 1987, ah interest 
payable semiannually Oo ang WAR ee ee ee 4,000 4,000 
7% notes payable to current officers Anal fore: stockholders of Fook 
75010 ni | to One Mn mM ON she oc Gh ood dd oa < = 16225 
WD% eaborciared Sine cued debentures, due July 1, 1986, with 
interest payable quarterly POE CUTE STR. STEER? EO 9,425 9,425 
Quanah long-term notes and debentures converted to preferred Beak 
in connection with the merger as described in Notes 2 and 12...... — 18,860 
Other dt: ena Ress Lakh dace oe eee Ae ee 47 13s 
28,015 57,548 
Less — 
Current “portion. 2... <. 165.44 (44 ees .0 eee eee rit. 3,901 6,791 
Unamortized debt discount and financing icOstsae. eee 1,002 1,764 
$23,112 $48,993 


A bank has provided Marline Oil and certain of its wholly owned subsidiaries with lines of 
credit in the form of a revolving credit facility and term loans. The lines of credit are equally 
secured, through cross-collateralization, cross-guaranty and cross-defaulting, by (1) substantially 
all the Company’s oil and gas properties, (2) all of the Company’s interest in certain of its managed 
limited partnerships, (3) the promissory notes of those partnerships payable to the Company (see 
Note 5), (4) substantially all of the Company’s uranium properties and (5) Marquip’s accounts 
receivable, inventory and stock in Poolquip as well as Poolquip’s accounts receivable and inventory. 


During the terms of the line of credit agreements, the bank will periodically review the secured 
properties and the other security and determine the credit to be made available to the Company 
and the subsidiaries (the borrowing bases). If the bank, at its sole discretion, determines that the 
unpaid balances are in excess of the borrowing bases, the Company must (1) provide additional 
security to increase the borrowing bases by amounts at least equal to such excess, (2) repay any 
such excess or (3) convert the outstanding balances to term loans repayable in equal monthly 
principal installments plus accrued interest over a period of time to be mutually determined by the 
Company and the bank. Interest on the lines of credit is payable quarterly and the weighted 
average interest rate for 1983 was 11.6%. Additionally, the revolving credit provides for a commit- 
ment fee payable quarterly, calculated as 42% of the average daily amount of the borrowing base 
over the principal amount outstanding under the revolving credit note. The line of credit agree- 
ments provide, among other restrictions, that the Company (1) will not incur any additional 
indebtedness except as provided for in the loan agreement, which permits debt subordinated to 
the bank, unsecured indebtedness not to exceed $500,000, indebtedness to Canadian banks not to 
exceed $8 million and certain other exclusions, (2) will not sell or otherwise dispose of a substantial 
portion of its properties, (3) will maintain a current ratio of at least 1.00 to 1.00 and (4) will maintain 
a tangible net worth to debt ratio of at least 1.25 to 1.00. The Company was in compliance with 
these requirements at December 31, 1983. 
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In December 1982, the Company issued $4,000,000 of promissory notes secured by shares of 
stock of Aberford (see Note 6). The notes consist of $2,800,000 of Series A, which are convertible 
into the Company’s Series A common stock at $10 per share and were issued with detachable 
warrants which allow the holder to purchase shares of Aberford, and $1,200,000 of Series B which 
are not convertible and were issued with detachable warrants which allow the holder to purchase 
the Company’s Series A common stock and/or shares of Aberford. 


Maturities of long-term debt are as follows (in thousands): 


LOCA ee es, ite el lg tare ee ree eae $ 3,901 
VISE eshte a ORR 6 (PR RB 0" sy PARE MO Mens ae eS 3,964 
INS To OP ee Ae AS ce Rn PO RI CY 3 12,408 
LOST iy strotedie ues eee a. och: SORE ack. Sy cece. ra ie) ee 5,992 
LOS S5 As. cathe t! ters faire SO) Ce ee ek ore ck 1,000 
‘Thereafter iesweis.. Sect). te Stace tts AEE 750 


Short-term borrowings at December 31, 1983 and 1982, consisted of the following (in thousands): 


19831982 
Notes payable to related parties (see Note 5) .................. $ — $1,300 
Revolving credit note payable to a U.S. bank, at %% over prime. . 1,919 182 
Line of credit note payable to a Canadian bank, at 1% over prime — 50 


At December 31, 1983, Marquip had available a revolving credit commitment for short-term 
borrowings of $6,000,000 from a U.S. bank for working capital purposes. The weighted average 
interest rate paid on short-term borrowings in 1983 was approximately 12.6% based on the average 
monthly balance outstanding during the period. Marquip must also pay a commitment fee equal to 
144% per annum on the average daily balance of the unused portion of the commitment. The revolving 
credit is secured by Marquip’s accounts receivable, inventory and stock in Poolquip. 


(11) Other liabilities and deferred credits 


Other liabilities and deferred credits consist of the following amounts (in thousands) at December 
31, 1983 and 1982: 


1983 1982 

Mininaum soyalty:jobligationnatiisnes. aindtas 22 .OG0T. 0. = $3,530 $3,328 
Deferred» uranium! opticn; consideration», . ¢4j4)f:e%. 45 dence os 2,000 2,C00 
Deferred revenue under take or pay contracts .... ......... 201 406 
Othert My. Jest Wu? Ae Soest Peri. See. 20s. ee 99 p-2? 
Ota laws aie scale ieee a ces ck A, ey oe $5,830 $5,833 


In May 1982, the Company amended an agreement terminating the United States portion of a 
uranium exploration joint venture. In return for a reduction in the. total minimum royalties payable 
to the former joint venture partner, the Company agreed to (1) make its obligation to remit such 
payments absolute and unconditional and (2) pay to the former joint venture partner 30% of any 
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cash payment received by the Company on or before October 25, 1989, in full or partial consideration 
for the sale, transfer or disposition of all or any portion of the Company’s interest in the joint venture 
properties up to the amount of any minimum royalties and interest remaining unpaid. Any such 30% 
payment shall be considered to be an advance of minimum royalties and shall be applied to the pay- 
ment of minimum royalties set forth in the amendment. The amendment also provides that, after the 
Company has paid to the former joint venture partner a total of $7,000,000 in minimum royalties, 
including $2,000,000 paid in 1981 and including any payments pursuant to the aforementioned 30% 
provision, the Company shall be under no further obligation to make any additional payments of 
minimum royalties to the former joint venture partner. A total of $2,000,000 of such minimum royalty 
payments may be applied against earned royalties payable to the partner when production commences 
from the uranium properties. 


In addition to the $2,000,000 minimum royalty paid in 1981, the amendment provides for minimum 
royalties totaling $5,000,000 payable in five $1,000,000 annual installments due on October 25 of 
each year commencing in 1985 and quarterly payments of interest computed at a rate of 12% per 
annum on the first $3,000,000 of installments, commencing October 25, 1982. 


The $5,000,000 face amount of this liability has been recorded at $3,530,000 in the accompanying 
consolidated balance sheets which represents the present value of the payments Shes ne utilizing 
an effective interest rate of 17%. 


In December 1982, the Company entered into an agreement which granted a working interest 
option on certain uranium leases (see Note 3). A consideration of $2,000,000 was received in 
connection with this option. If the option is not exercised and certain other conditions are met, the 
consideration will be repaid to the optionee with interest at 742%. No interest has been accrued 
due to the uncertainty as to the disposition of the option. In the event the option is exercised, the 
$2,000,000 will be credited to the cost of uranium properties. 


(12) Redeemable preferred stock 


In connection with the Quanah merger, 2,628,904 shares of Series Q preferred stock were issued 
in exchange for certain debt and are stated on the balance sheet at the book value of the debt and 
accrued interest exchanged (see Notes 2 and 10). 


Each share of Series Q preferred stock is equivalent to .842105 shares of Series A common stock 
regarding (1) voting rights, (2) conversion at the option of the holder and (3) conversion by the 
Company. The Company may require conversion into Series A common stock during the period 
from October 21, 1985, through October 20, 1990, if certain conditions regarding the market value 
of Series A common stock are met. These market conditions generally require that Series A common 
stock trades above an average price of $19 per share during 60 consecutive business days with a 
minimum volume of 250,000 shares traded. If these market conditions are not met, the holder may 
redeem each share for $8 during a limited period in 1990. 


In addition, each share entitles its holder to receive an $8 preference on dissolution and an 
annual cumulative cash dividend of $.52 per share payable at the earlier of conversion, redemption 
or the payment of dividends on other shares of capital stock of the Company. The accrual of the 
dividend is suspended if the market conditions mentioned above are met at any time. Cumulative 
dividends related to the preferred stock at December 31, 1983, are approximately $247,000. 


F-86 


MARLINE OIL CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


(13) Stockholders’ equity 


In addition to its Series A common stock, the Company has authorized 4,000,000 shares of Series B 
common stock, $.03 par value, none of which were outstanding at December 31, 1983. 


In connection with certain financing transactions, the Company has issued detachable warrants 
entitling holders to purchase shares of the Company’s Series A common stock. As of December 31, 
1983, the Company’s outstanding warrants entitled holders to purchase the following numbers of 
shares: 


Exercise Price Number 
Per Share Expiration Date of Shares 
bo 01 aN ORI Sate.” emai maul 8 Raita July 1, 1986 109,979 
SOOM ea eo cote el August 2, 1988 16,666 

1 O00 Ree ERE SOE EEE SY Te December 1, 1987 437,638 

August 6, 1987 
through 

D1: 00.5 ek | Ruehaenerial dsr? ot eantitin che. October 31, 1988 1,279,962 
ONT ee ETI ae IG August 2, 1988 13,334 
XG) 0 Oe AS I <The) See RR ree ie a December 31, 1989 578,876 
20 er ee te tee December 31, 1989 618,872 


Pursuant to the provisions of the warrants, all of the above numbers of shares have been adjusted, as 
necessary, for the dilutive effects of transactions involving the Company’s Series A common stock. 


(14) Stock option and stock bonus plans 
Stock option plan 


The Company has two stock option plans which provide for the granting of options covering 
775,000 shares of Series A common stock (the “Stock”). The plans, which are essentially the same, were 
adopted in 1977 and 1982. Options granted under the plans are exercisable in cumulative annual 
installments of 25% of the total shares subject to option in the second through fifth years and are 
fully exercisable thereafter. Options granted in 1978 under the plans included 280,000 shares which 
were made fully exercisable as of the date of grant. All such options expire 10 years from the effective 
date of grant. The purchase price payable upon exercise for shares granted under the plans will in no 
event be lower than the lesser of $7.50 per share or the fair market value of the Stock on the date of 
grant. When common stock is issued under stock option plans, the aggregate par value of the shares 
issued is credited to capital stock and the excess of the option price over par value is credited to 
capital in excess of par value. During 1982, options for 161,950 shares were exercised at prices ranging 
from $7.00 to $17.50 per share. Options for 391,700 and 354,950 shares were outstanding at December 
31, 1983 and 1982, at prices ranging from $7.00 to $27.00 per share, of which options for 306,700 and 
273,825 shares were currently exercisable. 


Stock bonus plan 


Marline Oil and all of its active subsidiaries, except Marquip, have a stock bonus plan (the 
“Bonus Plan”) for all employees (other than the chairman of the board and the chief executive officer ) 
meeting certain employment conditions. The Company, at the discretion of the board, may contribute 
to the Bonus Plan an amount in cash up to 15% of the compensation paid to eligible employees during 
each calendar year. Such contributions are invested in shares of Series A common stock of the 
Company. Contributions become one-third vested each January following the year a contribution 
is made. Forfeitures under the Bonus Plan are reallocated to the remaining employees in the Bonus 
Plan. At December 31, 1983 and 1982, the Bonus Plan held 57,959 and 39,808 shares of Series A 
common stock of the Company, respectively. 
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(15) Commitments and contingencies 
Lease commitments 
The Company has entered into various operating lease agreements, primarily for office space, 
which expire through 1991. The following is a summary of the Company's minimum future rental 
payments as of December 31, 1983: 


—AOSAPOS A Sane soma ig $1,066,000 
TORS: oc) a0) aw ioe! ome oe 997,000 
1 OSB 2h, 3c chi yin ce cee tae 949,000 
[See 2 a ee 688,000 
19881991 OF PiSelod Sekine Bh 1,747,000 


The total of minimum rentals to be received in the future under noncancellable subleases as of 
December 31, 1983, is $812,000. 

Net rental expense for all operating leases (exclusive of oil and gas lease rentals) was $851,000 
in 1983, $699,000 in 1982 and $653,000 in 1981. 


(16) Subsequent event 


In April 1984, the Company exchanged $3,940,000 of convertible notes payable and 1,273,760 
shares of its Series A common stock for the interests of all but one of the investors in the limited 
partnership drilling programs (the “Partnerships”) formed by the Company. The Company antici- 
pates that the remaining investor interest will be exchanged for $662,000 of convertible notes payable 
and 311,155 shares of Series A common stock when the investor is free of certain regulatory con- 
straints. The exchange values assigned to the investors’ interests in the Partnerships are determined 
based primarily on independent engineering evaluations of the oil and gas properties. In addition, 
the exchange values are adjusted for the net assets or net liabilities (other than oil and gas properties ) 
of the Partnerships and give credit for the value of undeveloped acreage and for management fees 
and interest previously paid to the Company. The exchange offer will be accounted for as a purchase. 
The convertible notes bear interest at 9% and are payable beginning in 1985. The notes are converti- 
ble into common stock at $8 per share. 

(17) Events subsequent to date of auditors’ report 


In July 1984, the remaining Partnership investor interest referred to in Note 16 was exchanged 
for $662,000 of convertible notes payable and 311,155 shares of Series A common stock. 

In August 1984, the Company concluded an agreement to sell Marquip to a group of private 
investors for $11 million, of which $10 million will be in cash and $1 million will be in the form of 
a long-term subordinated note. The transaction is subject to certain conditions, including the com- 
pletion of financing arrangements by the purchasers, and is expected to close early in the fourth 
quarter of 1984. The Company anticipates that it will report a gain of approximately $5 million on 
the disposition of Marquip. 


Summary of Selected Financial Information (Unaudited) 


Year Ended December 31, 
1983 1982 1981 1980 1979 
(Dollar amounts in thousands except per share amounts ) 
Revenues won Shek 266 eet. bane! $ 41,337 $ 38,396 $55,496 $29,797 $18,486 
Income (loss) before income taxes ........... a $ (7,514) $ (9,914) $ 7,458 $ 2.514 $( S379) 
Netvincome:closs) 9%. 2i2. Shs DRS SIeOU 2) tee $7,514) 8S 0697) $ 7,002 $ 2,574 $(3,116) 
Net income (loss) per share (1) .............. iy CaaS) SF EELS) Soan74 Same $ (.49) 
BE OCALRASSCLSs Pte anc a trace tt se ta ete! ce ee $104,617 $ 95,459 $78,622 $56,003 $33,858 
Long-term debt ee Lt me oe re. G} Sy Uy $ 48,993 $30,347 $18,903 $20,076 
Cash dividends per share ....... sh bask obaecd Sogn nie 0 0 0 0 0 


(1) Adjusted to reflect earnings based on the weighted average number of shares of Marline 
Series A Common Stock outstanding. Earnings per share on a fully diluted basis were not materially 
different from primary earnings per share. 
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In August 1982, Marline acquired all of the outstanding common stock of Poolquip Holding 
Company (“PHC”), a wholesaler of swimming pool equipment and supplies, for 952,383 shares of 
Marline’s Series A Common Stock and warrants to purchase additional shares. Because Marline and 
PHC were under the control of certain common major stockholders, the merger was accounted for 
at predecessor cost (substantially the same basis as a pooling-of-interests ). 


In October 1983, Marline acquired all of the outstanding common stock of Quanah Petroleum, 
Inc. (“Quanah”), for 608,572 shares of Marline’s Series A Common Stock. The transaction also 
included the issuance of 2,628,904 shares of a new series of redeemable participating preferred 
stock in exchange for certain Quanah creditor obligations. This acquisition was accounted for as a 
pooling-of-interests. Additionally, effective December 31, 1982, Marline changed its fiscal year-end 
from June 30 to December 31. 


The accompanying financial statements have been restated to include the accounts of these 
acquired companies on a retroactive basis, and to reflect the fiscal year change. Accordingly, the 
following discussion and analysis of financial condition and results of operations is focused on these 
restated financial statements, with appropriate explanation of unusual items relating to operations 
of the acquired companies. 


Results of Operations 


Total revenues and other income for 1983 totalled $41.3 million, as compared with $38.4 million 
for 1982 and $55.5 million for 1981. A net loss of $7.5 million ($.79 per share) was incurred in 1983, 
which compares with a net loss of $10.8 million ($1.18 per share) in 1982 and net income of $7.0 
million ($.74 per share) in 1981. 


As previously indicated, the financial statements have been restated to include Quanah’s results, 
which accounted for approximately $5.3 million and $2.7 million, respectively, of the net losses in 
1983 and 1982. Prior to its acquisition by Marline, Quanah’s operations were burdened by high 
interest expense due to excessive borrowings at above-market interest rates, and a high level of 
general and administrative expenses typically associated with the start-up phase of small independent 
oil companies. In connection with and subsequent to the acquisition, Marline converted $21.1 million 
principal amount and accrued interest of Quanah’s indebtedness to Marline preferred stock, and 
eliminated certain duplicated personnel functions and office facilities. Accordingly, the 1983 com- 
bined results of operations of the two companies on a pooling-of-interests basis is not indicative of 
future results of operations. Other “non-operating” charges contained in the Marline financial state- 
ments include valuation adjustments for mining properties, receivables, oilfield inventory and stock 
investments totalling $1.3 million, $5.7 million and $8.0 million in 1983, 1982 and 1981, respectively. 
The results of operations for 1981 also contain a pre-tax gain of $13.3 million on Marline’s sale of 
its Canadian oil and gas properties. 


Sales of swimming pool supplies increased 2% in 1982 and 18% in 1983, with the substantial 
increase in 1983 coming from the introduction of new products and sales expansions at existing 
locations. Oil and gas sales decreased 21% in 1982 and 8% in 1983. The decrease in 1982 reflects the 
absence of production from Canadian oil and gas properties, which were sold in November 1981, and 
decreases in U.S. production due to (1) the effect of payout of Marline’s partnership interests in 
certain managed limited partnerships, (2) abnormal gas production decreases from certain properties 
due to mechanical conditions and curtailments, and (3) normal production declines. The decline in 
1983 oil and gas sales results from a continuation of these circumstances, as well as decreases in oil 


F-89 


MARLINE OIL CORPORATION AND SUBSIDIARIES 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — (Continued ) 


prices; however, production from the development of Quanah properties partially offset the effect of 
these declines. Management fees decreased approximately 36% from 1981 to 1982 because Marline 
elected not to sponsor an annual drilling fund in 1982. Interest income declined significantly in 1982 
as a result of an allowance for uncollectibility provided in 1982 for approximately $7 million of 
Marline’s interest-bearing receivables from one of its managed limited partnership drilling programs. 


Production and lease operating expenses, as a percent of oil and gas sales, increased significantly 
in 1982 and 1983, reflecting price declines for oil and gas and several workover operations conducted 
in those years. The increases and decreases in depreciation, depletion and amortization reflect the 
aforementioned changes in oil and gas production from 1981 to 1983, as well as an increasing depletion 
rate attributable to Marline’s oil and gas properties, due to (1) the effect of price reductions on 
Marline’s estimated future revenues from oil and gas production, and (2) net additions of oil and gas 
reserves having a discounted future net income less than the costs incurred in oil and gas exploration 
and development activities. Abandoned mining properties increased significantly in 1982 as a result 
of the sale of Marline’s Canadian uranium properties and Marline’s cancellation of certain U.S. 
uranium leases. General and administrative expenses increased approximately 18% in 1982 because of 
increases in personnel required to accommodate Quanah’s expanding oil and gas activities. Net interest 
expense increased over the three year period as a result of a higher level of outstanding indebtedness, 
and higher interest rates associated with Quanah’s borrowings. These higher interest costs were 
partially offset by an increase in the amount of interest capitalized as costs of uranium properties. The 
provision for uncollectible receivables totalled approximately $7.4 million in 1981 primarily because 
of a $7 million allowance provided on the balance of Marline’s advances to one of its managed limited 
partnership drilling programs, based on estimates of future net oil and gas revenues which will be 
available to repay those advances. The 1982 and 1983 provisions for loss on oilfield equipment inven- 
tory, $300,000 and $391,000, respectively, represent valuation allowances necessary to reduce the 
carrying cost of Marline’s oilfield inventory, principally tubular goods, to its estimated market value. 
The 1982 and 1983 gains and unrealized losses on investments relate to dispositions and market valua- 
tion allowances for the equity securities acquired in 1981 in connection with the sale of Marline’s 
Canadian oil and gas properties. Current income taxes included in the provision for income taxes for 
1981 and 1982 result primarily from the operations of PHC during the periods for which PHC filed a 
separate tax return. Subsequent to the acquisition of PHC in 1982, these operations are included in 
Marline’s consolidated tax return. Deferred income taxes included in the provision for income taxes 
represent U.S. and Canadian provisions and credits determined in accordance with transactions affect- 
ing each year. 


Liquidity and Capital Resources 


Total assets increased to $104.6 million in 1983 from $95.5 million in 1982, while stockholders’ 
equity increased from $21.6 million to $38.3 million. Long-term debt decreased from $49.0 million at 
year-end 1982 to $23.1 million at year-end 1983, primarily as a result of the conversion of certain of 
Quanah’s long-term notes and debentures to Marline preferred stock in connection with the acquisition 


of Quanah. In addition, Marline repaid a net amount of $9.4 million of long-term bank debt 
during 1983. 


Marline made capital expenditures totalling $32.9 million in 1981, $28.0 million in 1982, and $16.5 
million in 1983 primarily for oil and gas exploration and development and uranium exploration. Funds 
provided by operations were a significant source of Marline’s capital resources in 1981, providing 
approximately $6.4 million. Funds provided by operations for capital investment were nominal in 
amount in 1982 and 1983. 
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MARLINE OIL CORPORATION AND SUBSIDIARIES 


MANAGEMENT?’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — (Continued ) 


Additional sources of funds for exploration and development were provided by private equity 
and debt placements, the sale of Marline’s Canadian oil and gas assets, and bank credit facilities. 
Marline received net cash proceeds from private placements of its Series A Common Stock totalling 
$24.1 million in 1983, and private debt placements amounted to $17.5 million in 1982 and $8.4 million 
in 1981. The sale of Marline’s Canadian oil and gas assets generated cash proceeds of $14.4 million 
in 1981, and subsequent dispositions of the equity securities received in connection with the sale 
generated cash proceeds totalling $6.8 million in 1982. Marline’s outstanding bank debt reached a 
peak of $27.4 million in 1981, and totalled $14.5 million as of December 31, 1983. At that date, 
Marline had $7.9 million of unutilized bank credit facilities, plus $4.1 million available under a 
short-term revolving credit for working capital for pool supplies activities. 

Following the acquisition of Quanah in October 1983, Marline was able to reduce the level of 
general and administrative expenses of the combined companies by eliminating certain duplicated 
personnel and facilities. Moreover approximately $19.5 million principal amount of Quanah’s 
interest-bearing indebtedness was converted to Quanah preferred stock and subsequently to Marline 
preferred stock, on which the cumulative dividends are not currently payable. In addition, as part 
of a plan to consolidate its oil and gas operations, Marline expects to acquire in April 1984 the 
interests of all its investors in the limited partnership drilling programs managed by Marline for a 
combination of Marline debt and equity securities. The successful conclusion of this transaction 
will significantly increase Marline’s oil and gas reserves position, eliminate certain general and 
administrative expenses incurred in managing these programs and provide certain tax benefits for 
Marline. These transactions should enhance the level of cash flows from operations in 1984 in 
comparison to 1983. Capital expenditures in 1984 for oil and gas exploration and development and 
uranium exploration are expected to be funded primarily by cash flows from operations and currently 
available bank financing. 

Marline does not currently have capital resources sufficient to provide the major funding which 
will be necessary to develop the Swanson Project Area uranium reserves and to conduct intensive 
exploration activities on additional mineral leases currently held. Marline plans to meet these 
expenditure requirements through joint venture arrangements, project financing or other debt or 
equity financing. Negotiations are underway with a prospective joint venture partner for a uranium 
exploration program, although the outcome of such negotiations cannot be predicted with certainty. 


Inflation and Changing Prices 


Through 1981, Marline experienced significant increases in its cost of labor, materials, contract 
services and other operating costs as a result of inflation as well as scarcities due to high demand for 
oilfield services and materials. Increases in oil and gas prices were generally sufficient to offset these 
cost increases. Beginning in 1982 and continuing into 1983, inflation concerns became secondary to 
general market concerns within the oil and gas industry. The general impact of the worldwide 
recession has been the decline in the marketability of Marline’s production and resulting price and 
volume weaknesses. Marline experienced reductions in 1982 and 1983 in crude oil and deregulated 
natural gas prices, as well as curtailments in gas production in every major gas field. 

Recent improvements in the industrial economy have resulted in modest increases in the usage 
of natural gas. Continued economic recovery, coupled with reduced drilling for new gas supplies, 
is expected to have the effect of eliminating the temporary oversupply of gas by 1985. No improve- 
ments in natural gas prices are anticipated before that date. 

These marketing problems caused an industry-wide reduction in drilling activity in 1982 and 
1983, resulting in major decreases in the cost of exploration and development activities. Marline has 
responded to this improvement in oil and gas economics by reactivating its oil and gas operations, 
as evidenced by the acquisition of Quanah in late 1983, and plans a substantial expansion of oil and 
gas exploration activities in 1984. 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 
AND 
TREND EXPLORATION LIMITED AND SUBSIDIARIES 


Prefatory Statement 


Until December 30, 1983, Trend Exploration Limited was a wholly-owned subsidiary of Trend 
International Limited. Therefore, all financial information, including results of operations and 
changes in financial position, were included in the Trend International Limited consolidated financial 
statements. The assets and liabilities of Trend Exploration Limited at December 31, 1983 are not 
included in the December 31, 1983 balance sheet of Trend International Limited. A December 31, 
1983 balance sheet for Trend Exploration Limited is therefore shown separately. The supplementary 
disclosures about Trend’s oil and gas producing activities are shown on a combined basis for Trend 
International Limited and Trend Exploration Limited. Management’s Discussion and Analysis of 
Financial Condition and Results of Operations is also presented on a combined basis. 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 


AUDITORS’ REPORT 


Board of Directors 
Trend International Limited: 


We have examined the consolidated balance sheets of Trend International Limited and its sub- 
sidiaries as of December 31, 1983 and 1982 and the related consolidated statements of earnings, share- 
holders’ equity, and changes in financial position for each of the three years in the period ended 
December 31, 1983. Our examinations were made in accordance with auditing standards generally 
accepted in the United States of America and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the accompanying consolidated financial statements present fairly the financial 
position of the Company at December 31, 1983 and 1982 and the results of its operations and the 
changes in financial position for each of the three years in the period ended December 31, 1983 in 
conformity with accounting principles generally accepted in the United States of America applied on 
a consistent basis. 


Dexoirre Haskins & SELLS 


February 28, 1984 
Hamilton, Bermuda 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF FINANCIAL POSITION 


December 31, 1983 and 1982 
(Expressed in U. S. Dollars ) 


Current Assets 
Cash and short-term securities 


Accounts receivable and prepayments 3 4.)09..%5 0. Gi0s..@79M . gan ees 


Current Liabilities 
Accounts. payable and accrued liabilities® (4... 0): SAGES ee ee 
Payable°to Pertamina-(Note-2)) 225. (0). Aa. ee ee eee ee ee ee 
Foreign: inéome taxes payable [iy sj. 95002. nee, PRA ee Pe, Eee 


Working’ Capital’; 2 <2 St ere oe, et 
Property, Plant & Equipment (Note 3) 
Investment in Adobe Oil & Gas Corporation, at quoted market value (Note 5)... 
Other Assets (Note 7) 


Capital Employed 
Deduct: Notes payable to banks (Note 6) 
Deferred income taxes 


Minority interest 


Deferred compensation 


Shareholders’ Investment 


Represented By: 
Share Capital (Note 4) ...... 
Share Premium (Note 4) 
Contributed Surplus 


Unamortized Excess Purchase Price Over Net Book Value of Company Acquired 
From:Related: Party: (Note 2). o c500.'5)4.55.0% 4 on ee ee eee 


Net Unrealized Loss on Investment in Adobe Oil & Gas Corporation (Note 5) ... 
Retained Earnings 


Shareholders’ Equity 


See notes to consolidated financial statements. 
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1983 


$ 7,826,888 
6,279,129 


14,106,017 


3,410,637 
590,722 
1,268,659 


5,270,018 


8,835,999 
38,182,374 


47,018,373 


1,839,870 
310,248 
(38,809) 


$44,907,064 


$ 4,562,064 
6,823,864 
33,512,885 


8,251 


$44,907,064 


1982 


$ 2,032,451 
15,631,876 


17,664,327 


8,429,927 
852,653 
4,754,050 


14,036,630 


3,627,697 
115,027,527 
66,324,063 
492,316 


185,471,603 


64,493,702 

5,976,524 

555,478 
(111,685) 


$114,957 ,584 


$ 4,562,064 
6,823,864 
69,476,369 


(3,466,840) 
(38,917,425) 
76,479,552 


$114,957,584 


TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF EARNINGS 
Years Ended December 31, 1983, 1982 and 1981 


(Expressed in U. S. Dollars ) 


1983 
Revenues 
Cross production income '(Notes2)" 4)... cosh en cs eee ee $59,556,655 
COE amr eer ee eles a eR bot MELD AAA aS 5 Oe 5,202,727 
64,759,382 
Costs and Expenses 
ODETALTIECOStS © LAE NUE? Mabe ORR Ree. Sewanee Se Es. © Sears eI 19,205,669 
Deplctioneand. depreciation sini.) wana sees worn ee es he we Algae 18,310,713 
Amortization of excess purchase price over net book value of 
company acquired by subsidiary from related party (Note 2) ... 477,100 
General and administrative (Note 2) ................2.0.... 2,424,470 
Wntesesteand othietpie fee kL Pape oe... GR oc Bho ES 4,977,955 
45,395,907 
Baminvs aberore ‘Income. Taxes: 2). canal Shs ued: 19,363,475 
Horcicnesincome «Laxes (Note 8). = 2... eb. sels. as. een SV AT193 
Iarnineseet cone Operations. (66cccccts hele loons bn a eee 11,186,282 
Miao” lhaeirsse: shee IDNR IS eo on ule we pe Oo one ue 21,069 
BN © RE AUTONET OS OIE 928 oe cs chk oN ge eR Bt ae nies! Praae emee zh hy ge $11,165,213 


1982 


$68,857,012 
5,630,987 


74,487,999 


22,535,196 
16,370,622 


493,320 
2,687,810 
4,472,390 


46,559,338 


27,928,661 


12,761,915 


15,166,746 
19,002 


$15,147,744 


See notes to consolidated financial statements. 
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1981 


$66,207,124 


10,309,387 
76,516,511 


19,459,155 
14,544,039 


499,000 
2,623,833 
1,126,591 


38,252,618 


38,263,893 


19,104,049 


19,159,844 
1,869,725 


$17,290,119 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the Years Ended December 31, 1983, 1982 and 1981 
(Expressed in U. S. Dollars ) 


1983 1982 1981 
Sources of Working Capital: 
Operations: 
Net éarnings: <..92.250e5 0 aa ee $ 11,165,213 $ 15,147,744 $ 17,290,119 
Add (deduct) items not affecting working capital: 
Depletion, depreciation and amortization ........ 18,787,813 16,863,942 15,043,039 
Deferred sincomestaxcs me ee eee (1,250,589 ) (6,020,884 ) 651,000 
Others see tee ee ere 551,000 
29,253,437 25,990,802 32,984,158 
Issuance of preferred shares >. cies. 4... 2258 oo 5 1 eee 2,048,208 
Contributed: surplus (Note 4) = .42 5 3) oe eee 54,500,000 117,149,729 
Contributed* share premiuml +245: 42: 14m ee Oe ee 6,823,864 
Proceeds from property, plant and seismic sales ........... 10,041,781 11,469,095 9,207,188 
Common stock issued by subsidiary ..................... 344,280 
Preferred stock issued by subsidiary (Note 4) ............. 10,626,000 
Advance fromusharenolders- heat isrenern tna ere eeee ers 64,500,000 
Issuance of long-term-débt—. 2.5.22: - 2-05 an ee 1,900,000 64,493,702 25,750,000 
Decrease in deferred compensation .................2.+... 72,876 15,487 47,684 
Increase (decrease) in minority interest .................. 63,483 (223,455) 668,122 
160,331,577 227,767,432 79,627,432 
Uses of Working Capital: 
Distribution of investment in subsidiary: (Note 4) 
Equity in-subsidiary® <2¢ os +s 3220 ce ee ee 156,473,743 
Investment in Adobe Oil & Gas Corporation .......... (86,604,975) 
Property, plant and equipment — net ................ (71,958,025 ) 
Gta Co ase. co ae en ee 1,290,961 
Working capital deficit distributed .................. (798,296 ) 
Capitalwexpenditures. (Noteol). 2. 5.20 a ee 25,057,423 aparets ysis} 66,019,555 
Repayment of long-term debt..........4..).......%.+-... 66,393,702 25,750,000 
Dividend ipaid 4 vss oo hack ce hc oe eee 20,000,000 
Redemption of subsidiary’s preferred stock (Note 4) ....... 12,626,000 12,000,000 
Repurchase of preferred shares (Note 4) ................ 48,707,616 
Repayment of advance from shareholder ................. 64,500,000 
Acquisition of Adobe Oil & Gas Corporation (Note 5) ...... 105,241,488 
Acquisition of Francana Resources, Inc. ................. 124,230 
Other Sik. .go. cs ee eb oe a eee (29,554) 97,698 290,114 
155,123;275 242,082,405 78,309,669 
Increase (Decrease) in Working Capital ................00-4 $ 5,208,302 $(14,314,973) $ 1,317,763 


Increase (Decrease) in Working Capital Components: 
Cash and short-term secusities 30%. . et eee $ 5,794,437 $ (3,790,474)  $(11,253,709) 


Investment in marketable securities ..................... (2,020,854 ) (1,819,021) 
Accounts receivable and prepayments .................... (9,352,747 ) (3,37 2927) 9,825,526 
Other: @urrent: assets: 59.2." 2 Breen So fens Se ee (4,248,428 ) 4,248,428 
Accounts payable and accrued expenses .................. 5,064,364 1,165,637 (3,507,210) 
Payable to associated company .................00-++..- (45,074) 

Payable“tosPertamina S94 6.4 Ben ee eee 261,931 (685,392 ) (7,964 ) 
Foreign’ income taxes*payable =.5.4......2 See 3,485,391 (1,363,535 ) 3,069,713 
Note. payable. to bank... 4.5: 4.2. 4n et ee ee 762,000 

Increase (Decrease) in Working Capital ..................... $ 5,208,302 $(14,314,973) $ 1,317,763 


| a 


See notes to consolidated financial statements. 


F-98 


TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1983, 1982, and 1981 
(Expressed in U. S. Dollars ) 


1. The Company and its Principal Activity 


The Company is incorporated under the laws of Bermuda. During the year, the Company 
became a wholly owned subsidiary of Inspiration Resources Corporation (IRC), a company incor- 
porated in the United States. The principal activities of the Company during the year were the 
exploration, development, production, and marketing of crude oil and natural gas in North America 
and Indonesia, substantially through the medium of joint ventures. The Company has a 27% 
interest in a joint venture in Indonesia, in which crude oil production is shared under the terms of 
a Production Sharing Contract between the joint venture and Pertamina (the national oil company 
of Indonesia). Approximately 67% (1982: 71%; 1981: 72%) of the Company’s revenue resulted 
from sales to one customer. On December 30, 1983, the Company distributed all of the stock of 
its wholly owned North American subsidiary to IRC. 


2. Significant Accounting Policies 


As a consequence of the Company becoming a subsidiary of IRC, its financial statements are 
prepared in accordance with accounting principles generally accepted in the United States of 
America. Accordingly, the comparative statements for 1982 and 1981 which had been prepared 
in accordance with Canadian generally accepted accounting principles, have been restated to comply 
with United States accounting principles. 


(a) Principles of Consolidation 


The consolidated financial statements include the results of the Company and its subsidiaries. 
The results of joint ventures have been proportionately consolidated. 


(b) Property, Plant & Equipment 


_ The full-cost method of accounting is followed whereby all costs relating to the exploration for, 
and development of, petroleum and natural gas properties are capitalized, whether productive or 
non-productive. Proceeds from the disposal of properties are accounted for as adjustments of 
capitalized costs with no gain or loss recognition, unless such adjustments would significantly alter 
the relationship between capitalized costs and proved reserves of oil and gas. Such capitalized costs 
are amortized by the unit-of-production method based upon estimated proved reserves. Costs and 
reserves are segregated generally into distinct cost centers. The cost centers were North America, 
Indonesia, and separate centers for each foreign country. 


(c) Excess Purchase Price Over Net Book Value of Companies Acquired 


The acquisition of certain investments from affiliated companies had been accounted for as a 
purchase except where modified because the transactions involved parties under common control. The 
assets acquired and liabilities assumed were recorded at net book value. The excess purchase price 
over net book value of investments was recorded as a deduction in the equity section of the balance 
sheet and is being amortized to expense as the related oil and gas reserves are cither produced or 
sold. The unamortized balance was included in the net asset value of the distributed subsidiary. 


(d) Indonesia 


Effective January 1, 1978, the Company’s Production Sharing Contract with Pertamina was 
amended, and the Company has been required since that date to pay its Indonesian income taxes 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 
December 31, 1983, 1982, and 1981 
(Expressed in U.S. Dollars ) 


without reimbursement from Pertamina. Full provision has been made for deferred Indonesian income 
taxes on timing differences arising after January 1, 1978, which result from the Company’s use of 
different methods of recognition of income and expense for financial reporting and Indonesian income 
tax purposes. 


Prior to January 1, 1978, Pertamina was required under the Production Sharing Contract to pay 
the Company’s Indonesian income taxes out of its share of the production. Certain costs incurred 
prior to January 1, 1978 were capitalized for financial reporting purposes and expensed for Indonesian 
income tax purposes. Provision for deferred Indonesian income taxes for those differences was not 
made because of Pertamina’s obligation to pay the Company’s taxes under the then existing contracts. 
The cumulative amount of these differences is approximately $12,200,000 at December 31, 1983 
($13,600,000 and $14,200,000 at December 31, 1982 and 1981). Since these differences will continue 
to be amortized against earnings in future years, the Indonesian income tax expense will be higher 
than otherwise expected. 


(e) Indonesian Production Income 


Gross production income for the Production Sharing Contract is recorded at the time of entitle- 
ment. To the extent the Company ships more or less crude oil than its entitlement in any contract 
year, the imbalance is settled with Pertamina subsequent to the year end. The estimated balance due 
to Pertamina was $591,000, $853,000, and $167,000 at December 31, 1983, 1982, and 1981, respectively. 


(f) Reimbursed Expenses 


As operator of several joint ventures, the Company and its subsidiaries are entitled to reimburse- 
ment of overhead costs. Reimbursements from the joint ventures, netted against general and adminis- 
trative expense, were approximately $3,050,000, $2,700,000, and $1,697,000 for the years ended 
December 31, 1983, 1982, and 1981, respectively. 


(g) Reclassification 


Certain amounts for 1981 have been reclassified to conform with 1983 and 1982 presentations. 


3. Property, Plant and Equipment 


1983 1982 
Petroleum, natural gas and mineral properties ........ $61,012,626 $146,591,140 
Plant & production equipment. 2... 02.22. 4.550555. 33,224,065 49,121,383 
94,236,691 195,712,523 
Less: accumulated depletion and depreciation ........ 56,054,317 80,684,996 
Net property, plant & equipment ................ $38,182,374 $115,027,527 


Capitalized costs of unproved properties included in petroleum and natural gas properties 
were approximately $19,800,000 and $53,400,000 at December 31, 1983 and 1982, respectively. At 
December 31, 1983, $8,320,000 of capitalized acquisition and exploration costs were not subject to 
depreciation, depletion, and amortization, including $6,466,000 relating to Indonesian properties and 
the remainder to properties located in Egypt. Of the total, $210,000 was incurred in 1983, $5,416,000 
in 1982, and $2,694,000 in 1981. Additional seismic work will be performed on these properties 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 
December 31, 1983, 1982, and 1981 


(Expressed in U.S. Dollars ) 


during 1984, with exploratory drilling to be done in 1985. At that time, these costs will either be 
included in an amortization pool or written-off. 


During the periods indicated, depreciation and depletion charges per equivalent barrel produced 
were as follows: 


198319821981 
INOrtherAIneriCacs-s Sea Aa an oe ee ee $12.93 $13.89 $11.18 
—— —— 
mMgonesia Fe Viste Fae. Maer OOS BO ee $ 3.98 $ 3.51 $ 3.06 
———— — Se 
4. Share Capital 
1983 1982 1981 
Authorized 
75,000 Class ‘A’ ordinary shares of BD$24 each ............ $1,800,000 $1,800,000 
110,000 Class ‘B’ convertible preferred shares of BD$24 each .... 2,640,000 2,640,000 
40,000 Class ‘C’ convertible preferred shares of BD$20 each .... 800,000 800,000 
75,000 Class ‘D’ ordinary shares of BD$24 each .............. 1,800,000 1,800,000 
LAT Soomordinarye shares of BDS24 each: 2... nat ee Oe $3,548,112 
$7,040,000 $7,040,000 $3,548,112 
Issued and fully paid 
63,792 Class ‘A’ ordinary shares of BD$24 each .............. $1,531,008 $1,531,008 
34,272 Class ‘B’ convertible preferred shares of BD$24 each .... 822,528 822,528 
33,876 Class “C’ convertible preferred shares of BD$20 each .... 677,520 677,520 
63,792 Class ‘D’ ordinary shares of BD$24 each .............. 1,531,008 1,531,008 
147,838 ordinary shares of BD$24 each ............0......... $3,548,112 
$4,562,064 $4,562,064 $3,548,112 
a sat 


In 1981, a subsidiary of the Company issued 7,590 shares of Class ‘B’ $200 par value preferred 
stock to Horizon Holdings Limited for $10,626,000. On December 15, 1981, the subsidiary paid a 
special redemption dividend of $12,000,000 to a preferred stockholder. On January 1, 1982, the 
subsidiary redeemed all of its remaining outstanding preferred stock. 


On May 13, 1982, the Company increased its authorized capital to $7,040,000, and restructured 
the authorized share capital as follows: 150,000 Class ‘A’ ordinary shares, par value BD$24; 110,000 
Class ‘B’ convertible preferred shares, par value BD$24; and 40,000 Class “C’ convertible preferred 
shares, par value BD$20. On December 31, 1982, the Company again restructured its authorized 
share capital as follows: 75,000 Class ‘A’ ordinary shares; 110,000 Class ‘B’ convertible preferred 
shares; 40,000 Class ‘C’ convertible preferred shares; and 75,000 Class ‘D’ oidinary shares. 


The rights and privileges of Class ‘A’ and Class ‘D’ ordinary shareholders are shared equally and 
ratably. The Class ‘B’ and Class ‘C’ convertible preferred shares are non-voting and provide for 
non-cumulative annual dividends of 10 cents per share. They share preferential liquidation, dissolution 
and distribution rights based on their assigned value at time of issuance. The Class ‘B’ and Class ‘C’ 
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preferred shares are convertible on a one-for-one and six-for-five basis, respectively, into either 
Class ‘A’ or Class ‘D’ ordinary shares. 


On May 14, 1982, 84,046 Class ‘A’ ordinary shares and 53,838 Class “B’ convertible preferred 
shares, representing Francana Oil & Gas Ltd.’s entire share ownership in the Company, were trans- 
ferred to Hudson Bay Mining and Smelting Co., Limited (Hudbay), an affiliate of the Company. 
On December 31, 1982, the Company exchanged 52,340 Class ‘B’ convertible preferred shares, 
held by Hudbay for 1,270 new Class ‘B’ preferred shares, cash of $25,901,116, and the cancellation of 
a Hudbay promissory note in the amount of $22,806,500 which the Company acquired from Horizon 
Holdings Limited, at that time a shareholder of the Company, in redemption of 23,573 Class ‘B’ 
preferred shares of Horizon Holdings Limited. On December 31, 1982, the Company cancelled 
84,046 Class ‘A’ ordinary shares held by Hudbay and issued in exchange 63,792 Class ‘D’ ordinary 
shares and 33,876 Class ‘C’ convertible preferred shares. 


On September 8, 1983, the Company received a capital contribution of $54,500,000 from IRC. 
On December 30, 1983, the Company distributed the stock of its wholly owned North American 
subsidiary Trend Exploration Limited by way of a dividend and return of capital. 


5. Investment in Adobe Oil & Gas Corporation 


On May 14, 1982, the Company acquired 4,197,562 common shares and 100,000 preferred shares 
(convertible into 187,500 common shares) of Adobe Oil & Gas Corporation (Adobe) from Francana 
Oil & Gas Ltd. (which was, at that time, the majority shareholder of the Company) in exchange for 
53,838 Class ‘B’ convertible preferred shares and the assumption of $53,894,000 of related bank debt. 
After conversion of the preferred shares into common, which was completed in December 1982, 
the investment represented approximately 27% of the issued and outstanding common shares of Adobe. 
The investment was accounted for under the cost method since the Company did not exercise a 
significant influence over Adobe. The basis of the investment was negotiated to be $105,241,000; 
however, as a marketable equity security, it was carried on the balance sheet at the lower of cost 
or quoted market value. The difference between quoted market value and cost at December 31, 1982 
was recorded as a deduction in the equity section of the balance sheet. The investment was included 
in the net assets of the subsidiary distributed on December 30, 1983. 


6. Long-Term Debt 


At December 31, 1982, the Company had borrowings outstanding under a Credit Agreement 
dated July 2, 1982, which was entered into in connection with the acquisition of the Adobe stock 
discussed in Note 5. In August, 1983, $64,494,000 of the balance due under the Credit Agreement 
was repaid by advances from IRC. In September 1983, the Company repaid these advances princi- 
pally from a capital contribution. In November, 1983, the Company terminated its credit agreement 
and entered into an interim borrowing arrangement with IRC. Interest is charged on the out- 
standing daily balance at a rate of bank prime less one-half percent (42%). These borrowings were 
included in the net assets of the distributed subsidiary. 


7. Loans to Employees 


The Company had made five-year, non-interest bearing loans to certain officers, directors and 
key employees in connection with their acquisition of stock in certain subsidiaries of the Company. 
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The stock was pledged as collateral security for the loans. The balance was $330,000 at December 
31, 1982, and was included in “other assets.” These loans were included in the net assets of the 
distributed subsidiary. 


8. Foreign Income Taxes 


The charge for income taxes consists of the following: 


1983 1982 1981 
(in thousands ) 


Currently payable: 


Indonesian peel Meanie ae Mactan se, $ 9,297 $17,431 $17,816 
NoniheeAmentGant vy ani nt ane oe Igy TS 52: 637 
otal’... Meee eee eyee ees amare 16s) 9,428 18,783 18,453 
Deferred: 
Indonesian YPR. Yaseen 877 (934) 515 
NorthyAmericanmee ee eee (2,128) (5,087) 136 
otal ee ad ett se eee (1,251) (6,021) 651 
TotalsProvision see 208 es th $ 8,177 $12,762 $19,104 


A reconciliation of the expected North American tax provision with the actual income tax charge 
for the years ended December 31, 1983, 1982, and 1981 is as follows: 


1983 1982 1981 
(in thousands ) 
Banas CMe LUTE @ LINCO LAKES gh i ceetys ate 4) 05 estes Vo dos ak ihe Me deen nm he won $19,363 $27,929 $38,264 
GLENS LATS oS CARE eam aa a Ce >, Se ER wh a ey Ne ay ee A 46% 46% 46% 
xe CECOMEAXY DCOVISION © a yrcMet ee Ae bedate sae yt tia OP a pean baa hee Ga a 8,907 12,847 17,601 
Increase (decrease) due to: 
Pighnemroreion tax rates’ iain ous aa as tse cla Sees 2,816 3,087 3,083 
INGnataxa ole me aCOmes i)... nop pean eatin, ote ar, led ote ae det, ., Sh, Rect (597) (2,015) (2,293) 
Recognition of investment tax credit benefit ..................... (100) (1,232) — 
Refund of foreign tax related to prior year deduction ............ (2,500) — — 
Dividencdsanecciveda ded UChOnme Een G itn ann re nny ue Pere (360 ) (276) _ 
INGHEGC MGCL DIC apa WINOMUGh re anys Alta teal tk tents a oh liek dea 359 536 — 
DU ARMORCRITSR ANCE ANOWAN CEG Means a cay ota Stone Loeea lees y Lee eo (713) (565) — 
Non-deductible depreciation & depletion ........................ 469 — — 
Lower enective: rate: of loss carry-Over ns. cf ss6 a dee eel mee 486 —_ 
Gia iyc) te epee oa ans eRe AUR eye) Mee ce RT Se oR ne, a (104) (106) 913 
SO tAken Axe CO ViS1 OME eee ee ee ee A en eh a ee vs $ 8,177 $12,762 $19,104 


* Includes effect of Indonesian tax rates (56%) and the increase in Indonesian income taxes as 
a result of the prior non-recognition of deferred Indonesian income taxes as discussed in Note 2. 


During 1983, the Company obtained a refund of 1980 Indonesian Income Taxes as a result of a 
new tax ruling issued by the Indonesian Tax Department which redefined taxable income under 
Indonesian Production Sharing Contracts. 
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9, Pension Plan 


The distributed subsidiary has a noncontributory pension plan covering all U.S. based employees. 
The total pension expense for 1983, 1982, and 1981 was $222,000, $187,000 and $148,000, respectively. 
The subsidiary generally makes contributions to the plan equal to the amounts accrued for pension 
expense, however, no contributions were made in 1983 because the plan was fully funded under the 
limitations of the U.S. tax law. A comparison of accumulated plan benefits and plan net assets is pre- 
sented below: 


January 1 
1983 1982 1981 


(in thousands) 
Actuarial present value of accumulated plan benefits: 


Vested ithe ccs Se Cae OR eee eee $ 174 $233 $ 58 
Nonvested. 4382. ..2.08: (een He , Se ee 316 205 190 
Total. ~te pt oes. Pe te 2 i ee ee a ee ae $ 490 $438 $248 
Netassetseavallable:torabenetits een aan ayn $1,303 $819 $618 


The assumed rate of return used in determining the actuarial present value of accumulated plan 
benefits was 6%. 
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AUDITORS’ OPINION 


Board of Directors 
Trend Exploration Limited: 


We have examined the consolidated balance sheet of Trend Exploration Limited and subsidiaries 
as of December 31, 1983. Our examination was made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 


In our opinion, such consolidated balance sheet presents fairly the financial position of Trend 
Exploration Limited and subsidiaries at December 31, 1983, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year. 


DELOITTE Haskins & SELLS 
February 28, 1984 
Denver, Colorado 
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ASSETS 1983 
(In thousands ) 
Current Assets: 
Cash and temporary cash investments ..........5.. 4.300 $ 832 
Accounts receivable “Ps... oy os oe cs uc oe discs a on onciga oe Galen Buy ee oh ae ae nee 4,911 
Other *. 0 or er ee nn ee skins ho ne PR cen ee 288 
Total. current , assets... 066 i .-. os * cpaeou he ete eee eas eee 6,031 
Property, Plant and Equipment — At cost (Note 1): 
Petroleum and’ natural gas properties. .4 <.c00045.7 08) opener ee eee 93,632 
Plant and, production equipment: ... . .. <<... <... «cr spyon) ube cee 16,195 
Total cc isc jane dy cig ek Ges oe aud wo hin eon pute nee NCU ae 109,827 
Less accumulated depletion and depreciation ..:.....%0..-++ 001 0s) oe ee 37,870 
Property, plant and equipment — net «o.oo... 6 5 cv eas os ene 6 oe ce cree ree 71,957 
Investment in Adobe Oil & Gas Corporation (Note 3) .........2.......0h sway seen + nea eee 86,605 
Other Assets (Note’:2) 5. cc 5 cen eG olde ess ole «alate th ute SROs Rn nen er 437 
Total cde a be Gea hive ba w ole AG keg let es terres Seen $165,080 
LIABILITIES AND STOCKHOLDERS’ EQUITY 1983 
(In thousands ) 
Current Liabilities: 
Accounts payable and accrued expenses’ ......... 26.2 5. -ce os 5s pin win eety a ie eel eee $ 5,122 
Note payable to Inspiration Resources Corporation (Note 4) ................... BPP OR, 6 1,522 
Income taxes payable (Note 5). 00.00.00 cou wena ees oe oe bem oe 5 ep ae eee 467 
Total current liabilities ........0...003..46 500s .08s 5auleaee een) eee 7,111 
Deferred Income Taxes (Note 5) 2... 665000 .s cue Oe tens oe Wiley cal tae pe) Oe 1,445 
Stockholders’ Equity: 
Common stock, no par value — shares authorized, 1,000,000; shares issued and outstanding, 100,000 5,924 
Contributed capital. 05 oecogci ccna’ civ igo 0 wisn nuevas 6 te) Cosh oul ek ome ere aie 130,715 
Net unrealized loss on investment in Adobe Oil & Gas Corporation (Note 3) ................ (18,637) 
Unamortized excess purchase price over net book value of company acquired from related party 
(Note 1) soscce ceo) hes © wea we Ses oe weal ad bs cubig cae, Ue 20k coer ee (2,990) 
Retained earnings: 26665 cel Okc Bos ns leade bo ode 5 Woaiieb WSs pone oA RR Sn Ee a 41,462 
Stockholders’ equity 5 <4 se cic ug oo thes Sh we Se ae se taal ne 156,474 
Total. igsiccdin ius diics whys 5 ecw Gibiinld, Kielle wie iellglenns ess Sele eRe see $165,080 


See notes to consolidated balance sheet. 


F-106 


TREND EXPLORATION LIMITED AND SUBSIDIARIES 


NOTES TO THE CONSOLIDATED BALANCE SHEET 
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1. Summary of Accounting Policies 


General — The accompanying consolidated balance sheet includes the accounts of Trend Explora- 
tion Limited (Company), its wholly owned subsidiaries, and one majority owned subsidiary, Trend 
Resources Limited. The Company is the operator for, and had, until December 31, 1981, a 27% 
interest in a joint venture involved in petroleum exploration, production, and development in 
Indonesia. 


On December 30, 1983, ownership of the Company was transferred from Trend Holdings Limited 
(THL) to Trend International Limited (TIL) and ultimately to Inspiration Resources Corporation 
(IRC). 


Property, Plant, and Equipment — The full-cost method of acounting is followed whereby all 
costs relating to the exploration for and development of, petroleum and natural gas properties are 
capitalized, whether productive or nonproductive. Proceeds from the disposal of properties are 
accounted for as adjustments of capitalized costs with no gain or loss recognition, unless such adjust- 
ments would significantly alter the relationship between capitalized costs and proved reserves of oil 
and gas. Such capitalized costs are amortized by the unit-of-production method based upon estimated 
proved reserves. Unproved properties included in petroleum and natural gas properties were approxi- 
mately $47,300,000 at December 31, 1983. 


Excess Purchase Price Over Net Book Value of Company Acquired — The acquisition of certain 
investments from affiliated companies has been accounted for as a purchase except where modified 
because the transaction involved parties under common control. The assets acquired and liabilities 
assumed were recorded at net book value. The excess purchase price over net book value of the invest- 
ment was recorded as a deduction in the equity section of the balance sheet, and is being amortized to 
expense as the related oil and gas reserves are either produced or sold. 


2. Related-Party Transactions 

The Company has provided five-year, non-interest bearing loans to certain officers, directors, and 
key employees in connection with their acquisition of stock in certain subsidiary and affliated com- 
panies. The shares of stock are pledged as collateral for the loans, which amounted to $324,000 at 
December 31, 1983, and are included in other assets. 


3. Investment in Adobe Oil & Gas Corporation (Adobe) 

On May 14, 1982, THL contributed to the Company 4,197,562 common shares and 100,000 pre- 
ferred shares (convertible into 187,500 common shares) of Adobe. After conversion of the preferred 
shares into common, which was completed in December 1982, the investment represents approximately 
27% of the issued and outstanding common shares of Adobe. The investment is accounted for under 
the cost method since the Company does not exercise significant influence over Adobe. The basis of 
the investment was negotiated to be $105,241,000; however, as a marketable equity security, it is being 
carried on the balance sheet at the lower of cost or market value. The difference between quoted 
market value and cost at December 31, 1983 has been recorded as a reduction in the equity section 
of the balance sheet. On January 11, 1984, the shares cf Adobe were distributed to IRC and on 
February 27, 1984, IRC recontributed the shares back to the Company. 


4. Borrowings 
In November 1983, the Company entered into an interim borrowing arrangement with IRC. Inter- 
est is charged on the outstanding daily balance at a rate of bank prime less 42%. 
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5. Income Taxes 


Because of the interaction in years prior to 1982 of U.S. source losses and foreign source income, 
the Company has not provided deferred taxes on certain timing differences. The Company’s carrying 
value of property, plant, and equipment exceeds its tax basis by approximately $23,500,000 at Decem- 
ber 31, 1983. 


The Company has net operating loss carry-forwards of $1,016,000, percentage depletion carry- 
forwards of $890,000 and investment tax credit carry-forwards of $1,332,000 available to reduce U.S. 
income taxes payable. The benefits of such carry-forwards have been recognized as a reduction of 
deferred income taxes for financial reporting purposes. 
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The supplementary oil and gas data presented herein is in accordance with Statement of Financial 
Accounting Standards No. 69 (SFAS 69), and includes (1) estimated quantities of net proved oil 
and gas reserves; (2) costs incurred, and results of operations relating to oil and gas producing 
activities, and (3) a standardized measure of discounted future net cash flows relating to proved 
oil and gas reserves, including a reconciliation of changes therein. 


The information provided below combines information pertaining to both Trend International 
Limited and Trend Exploration Limited, as Trend Exploration Limited was a subsidiary of Trend 
International Limited until December 30, 1983. 


Estimated Quantities of Net Proved Oil and Gas Reserves 


The Company’s estimated net proved crude oil and natural gas reserves at December 31, 1983, 
1982, and 1981, and changes in such estimated quantities during the years then ended were as follows: 


Crude Oil Natural Gas 

Years Ended December 31 Thousands of Barrels Millions of Cubic Feet 

United United 

States Canada Indo. Total States Canada Total 
Proved Developed and Undeveloped 
L980 3524 ed tine. Det tsaee >: ert 2,256 593 8,889 LIRTSS 15,884 Aon 20,041 
Revisions of Previous Estimate ......... livia) 6 4,181 4,010 (1,783) (84) (1,867 ) 
Extensions and Discoveries ............ 293 — — 293 2,915 == 2,915 
Production se ae hres. EE (334) (66) (1,420) (1,820) (1.350)) (199) (1,584) 
OSM ee tes Oke. MR 2,038 533 11,650 14,221 15,631 3,874 19,505 
Revision of Previcus Estimate .......... 9 67 967 1,043 (5,242) 218 (5,024) 
Extensions and Discoveries ............ 892 — a 892 2,858 — 2,858 
Productionteenas a oetn 4 os eee es (373) (71) (1,463) (1,907) (1,607 ) (179) (1,786) 
OSCR EE ee ten he OP nt a Ae 2,566 529 11,154 14,249 11,640 3,913 15,553 
Revision of Previous Estimate .......... (139) Ak (519) (637) 1,084 141 1e225 
Extensions and Discoveries ............ 627 — — 627 6,592 — 6,592 
Productenion. ten ee... eae (498) «» (49) =1801,360) | (1,837). , » (1,742) (91) (1,833) 
Sale of Minerals in Place .............. — (501 ) — (501) — (3,963) (3,963) 
NE ee ge ER ne 2,626 rtp 218 bel ,001. 9 A17,574 a eaelt574 
Developed 
HOS ORR Are Peta Fite faa ee alee. 1,566 593 8,889 11,048 12,070 4,157 16,227 
TOS [Sea gee eter Bee, | Cornet ee 1,853 533 11,650 14,036 14,336 3,874 18,210 
Bape entcy RM tne 9 AM ah 2130 529 11,154 13,813 10,173 3,913 14,086 
1983) seas 3. cite ee cual, yom. ryan Lers, FO PSST a 9,275 ile 15,854 — 15,854 


e Proved reserves are estimated quantities of crude oil and natural gas which have been demon- 
strated, with reasonable certainty, to be recoverable in future years from known reservoirs 
under existing economic and operating conditions. As additional information becomes available 
or conditions change, proved reserved estimates must be revised. 


e Developed reserves are those portions of crude oil and natural gas reserves that are recoverable 
through existing wells with existing equipment and operating methods. 
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e Indonesian reserves represent an entitlement to gross reserves in accordance with a production 


Frese 


Costs Incurred Relating to Oil and Gas Producing Activities 


Year 


sharing contract. 


During 1982, the Company acquired approximately 27% of the outstanding common stock of 
Adobe Oil & Gas Corporation. This investment has been accounted for under the cost methods 
because the Company does not exercise a significant influence over Adobe. Accordingly, no estimated 


rve information has been included above for Adobe. 


The estimates of oil and gas reserves for 1983 were made by Trend’s Engineering staff. Reserve 
estimates for 1982 and 1981 were made by H. K. van Poollen and Associates, Inc., for United States’ 
properties, McDaniel & Associates Consultants Ltd. for Canadian properties and Trend’s Engineering 
staff for Indonesian reserves. 


1983 


1982 


1981 


United 
ee 

Ended December 31 
Peja Aveomtatooy WSs ong okoaccoea $ 1,804 
Hixploratione@ostsianecereees a esse ere 7,154 
Development “Costs” 72.4O4 7. Rea Ge ee 4,251 
Ota Wats Mattes abe mots ices tacos, eee Panne ee $13,209 
Rroperty Acquisition Gostsi].... 26 ute oo. ae $ 5,243 
Explorationg@ostsi- ps aaron 1 cee eee en eee 6,605 
Development. CostSs. ena Kh. 6) eee oe ae 3,544 
Lote. Ale hak Lo Neh eh eee $15,392 
Property Acquisition Costs ........ $25,220 
Exploration @ostcma see) > oe ene eee ee 24,311 
Developments @ostso= sees 5. ee See 7,619 
OCALA: Nelle, SRM R 5a , , e $57,150 


“Property Acquisition” includes the costs of acquiring undeveloped oil and gas leaseholds. 


Other 
Canada Indonesia Areas 


(Thousands of Dollars) 


$ — 3. = ee 
by 7,280 121 
54 4,376 — 
$ 71 $11,656 $ 121 
as » Pat hcre: em = 
24 5,601 2,694 
243 5,581 = 
$267 $11,182 $2,694 
$ — $ 3,000 $ 95 
41 440 732 
242 4,319 — 
$283 $ 7,759 $ 827 


12,180 
$66,019 


“Exploration” includes geological and geophysical expenses, the cost of carrying and retaining 


undeveloped leaseholds and exploratory drilling costs. 


“Development” includes the cost of drilling and equipping development wells and building related 
production facilities for extracting, treating, gathering, and storing petroleum liquids and natural 


gas. 
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Results of Operations for Oil and Gas Producing Activities 


Year Ended December 31 
1983 


Depreciation, Depletion, Amortization & 
Valuation Provision 


Income Tax Expense ...... 


Results of Operations for Producing Ac- 
tivities eee 


1982 


Valuations 2rovision pases ean. 
Income Tax Benefit (Expense) ....... 


Results of Operations for Producing Ac- 
(ORAS, | 200) Pe Relea 6 eae he 
1981 


Revenue 


Procirctionm: ©ostsia marae 


Depreciation, Depletion, Amortization & 
Waltnaiion (RWW po. so 


Results of Operations for Producing Ac- 
CAVA CSW oo langtetie toe, ae: 


United 
States 


$ 15,228 
(5,047 ) 


(10,781) 
49 


$ (388) 


Canada 


$ 1,436 
(341) 


$ 630 


Indonesia 


(In Thousands ) 


$ 40,116 
(14,334) 


(5,411) 
(12,673) 


$ 7,698 


(5,134) 
(16,497) 


$ 13,240 


$ 49,784 
(13,997 ) 


$(1,797) 


Total 


$ 59,557 
(19,206) 


$ 68,857 
(22,535 ) 


(16,245) 
(17,072) 


$ 13,00 


$ 13,359 


Revenue and production costs are the same as those included in the primary financial statements. 
Depreciation, depletion, amortization and valuation provisions pertain exclusively to oil and gas 
producing activities. The provision for income taxes is computed using each country’s statutory 
tax rate adjusted for permanent differences, tax credits, and allowances relating to oil and gas 
producing activities. No effect has been given to tax refunds or assessments attributable to prior years. 


Results of operations for producing activities should not be equated with net income for reasons 
discussed above, and because no deduction has been made for administrative, interest and other 


expenses. 
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Standardized Measure of Discounted Future Net Cash Flows 
Relating to Proved Oil and Gas Reserves 


As prescribed by SFAS 69, the standardized measure of discounted future net cash flows is 


computed as follows: 


Future cash flows are computed by applying year-end oil and gas selling prices (adjusted 
for price changes provided by contractual arrangements) to estimated future production of 
proved oil and gas reserves. Estimated future expenditures (based on current costs) to be 
incurred in developing and producing the proved reserved and associated income taxes (com- 
puted using year-end statutory rates adjusted for permanent differences, tax credits, and 
allowances) are deducted in deriving future net cash flows. Future net cash flows are then 
discounted at the prescribed rate of 10%. These calculations assume the continuation of existing 


economic conditions. 


The standardized measure of discounted future net cash flows represents a significant departure 
from historical accounting practices. Its results are dependent upon the use of extensive judgments 
inherent to projecting future production and costs. The Company cautions that the standardized 
measure is not intended to be a measure of the fair market value of its proved oil and gas reserves. 
Its purpose is to assist financial statement users in making comparisons between companies. Because 
of the subjective nature of judgments required, the results obtained may not be comparable to 


estimates submitted by other oil and gas companies. 


At December 31 
1983: 


Future cash inflows .......... 
Future production costs ...... 


MuturerdevelopmenticOStS men re ae ee 


Total. 


Future income tax expense ... 


Future net cash flows .... 
10% annual discount ...... 


Discounted future net cash flows 


1982: 


Future cash inflows 
Future production costs . 
Future development costs 


Total 


Future income tax expense 


Future net cash flows . 
10% annual discount 


Discounted future net cash flows 


United States 


Canada 


$121,356 
(37,523) 
(3,764) 


$ 80,069 
(22,210) 


57,859 
(19,569) 


$ 38,290 


$116,200 
(37,707) 
(4,260) 


$ 74,233 
(19,757) 


54,476 
(16,889) 


$ 37,587 


Fe112 


Indonesia 


(in thousands ) 


$ eos 


$ 22.179 
(5,303) 
(156) 

$ 16,720 
(3,568) 

13,152 
(5,558) 


$ 7,594 


(aoe 


$268,276 
(192,942 ) 


(10,044) 


$ 65,290 
(34,260) 


31,030 
(9,743) 


$ 21,287 


$382,398 
(266,132) 


(19,129) 


¢ 7197 


(52,634 ) 


44,503 
(11,318) 


$ 33,185 


Total 


$389,632 
(230,465 ) 
(13,808 ) 


$145,359 
(56,470) 


88,889 
(29,312) 


$ 59,577 


$520,777 
(309,142) 
(23,545 ) 


$188,090 


(75,959) 


ask 


(33,765) 


$ 78,366 


TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 
AND 
TREND EXPLORATION LIMITED AND SUBSIDIARIES 


SUPPLEMENTARY DISCLOSURES ABOUT OIL AND GAS 
PRODUCTION ACTIVITIES (Unaudited) — (Continued) 


Changes in Standardized Measure of Discounted Future 
Net Cash Flows Relating to Proved Oil and Gas Reserves 
Years Ended December 31 
1983 1982 1981 


(in thousands ) 
Standardized measure of discounted future net cash flows at beginning 


OPE Veal Veen Aes cea ores CSA A TO Bee Man, gros AE $78,366 $84,968 $80,849 
Sales of oil and gas produced, net of production costs ................... (40,351 ) (46,322 ) (46,748 ) 
Salerob oil) and @aseTeServieSh pp lACeS sora orecaie’ Aah cruciee a }orija cape dercie. tae (7,102) — — 
Netachan ves? n pricess and. prOduCHONTCOStSi os h4 vn ens oe ee ae as (30,434) (7,188) (9,287) 
Extensions, discoveries, and improved recovery, less related costs ......... 16,858 16,428 10,190 
Previously estimated development costs incurred during the period ...... 6,326 6,918 3,985 
Revisions of previous oil and gas reserve quantity estimates ...... shure (1,225) (2,695) 24,978 
Netretionsofe discount, OF) 1710 Sh AMD IERIE. BanG) , eee Om te 13,218 14,949 15,200 
Nem chanvemineiiComestaxes bir y1ets. teens, Sync peewee See ee. 16,364 Gyigo 11,340 
Oe mr em Be ta SS tie, cae a ie iN Reid oS rile, aie au ba: ees Pe Be TOT 4,513 (5,539) 
Standardized measure of discounted future net cash flows at end of year . $59,577 $78,366 $84,968 


FIVE YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA (Unaudited) 
($ in thousands with the exception of per share data ) 


1983 1982 198119801979 
Operatine@Revenucssia ek wea see BRE. $ 59,557 68,857 66,207 62,376 41,258 
NetMEarmings 2.x F2 ge YG STI Sok. $ 11,165 15,148 17,290 18,737 12,480 
PL OU AU Accel eee 8a. honk Se oe es $217,357 199,620 144,950 101,438 68,220 
Long Term Obligations and Redeemable Pre- 

fErrCCUEStOC Kahu omc? cae naw Seated. S 0 64,494 38,376 14,000 0 
Cash Dividends Declared per Common Share $ 0 135.28 0 57.50 57.50 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 
AND 
TREND EXPLORATION LIMITED AND SUBSIDIARIES 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


Liquidity and Capital Resources 


Capital resources required by Trend to meet current obligations and future operational, explora- 
tory and drilling activities will be met by the following: 


(1) combined working capital of $7.756 million; 

(2) an inventory of mineral leases and drilling prospects; 

(3) future cash flow provided by oil and gas producing activities; and 
(4 


) advances and/or capital contributions from its corporate parent. 


Trend has no existing debt and probably could obtain lines of credit if required at interest rates 
approximating prime. 


Because of the nature of its business, Trend is able to match with reasonable accuracy its revenue 
and expenditures and therefore does not need to be highly liquid in order to meet its obligations. 
Capital expenditures, primarily for drilling activities, are budgeted annually and are generally quite 
discretionary. 


Results of Operations 
Years 1983 and 1982 


Gross production income in 1983 amounted to $59.6 million, a decrease of 14% from the $68.9 
million reported in 1982, Lower revenue from the sale of crude oil in Indonesia more than offset 
increased revenue in the United States. Trend also only had eight (8) months of production income 
from Canada in 1983 as Trend’s Canadian subsidiary was sold on September 1, 1983. Indonesian 
production income was lower due primarily to a decrease in realized price from $34.88 per barrel to 
$29.43 per barrel. United States production income was higher by $2.8 million or 18% as a result of 
higher production volumes. United States crude oil production was 14% higher and natural gas 
production was 8% higher. Although realized natural gas prices were 30% higher, crude oil prices 
declined by 5%. 


Production and operating costs decreased by $3.3 million as a result of lower fuel and transporta- 
tion costs in Indonesia and lower windfall profits taxes in the United States as a result of the lower 
crude oil prices. 


Depletion and depreciation expense increased by 12% primarily because of the write-off of certain 
costs in Egypt. 


General and administrative costs were down by 10% because of Trend’s efforts to monitor 


and reduce certain office costs. Recoveries from joint venture partners were also up as a result of 
increased activities in ventures in which Trend is the operator. 


Interest and other expenses was $0.5 million higher than 1982 because of write-down of material 
inventory and losses related to sales of material inventory items. 


Income taxes decreased by $4.6 million because of lower net income before tax and a refund of 
$2.5 million of 1980 Indonesian income taxes as a result of a new tax ruling issued by the Indonesian 
Tax Department. 
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TREND INTERNATIONAL LIMITED AND SUBSIDIARIES 
AND 
TREND EXPLORATION LIMITED AND SUBSIDIARIES 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS — (Continued) 


Years 1982 and 1981 


Gross production income in 1982 amounted to $68.9 million, an increase of 4% over $66.2 
million in 1981. Indonesian production income was up 4% as a result of higher production volumes. 
United States production income was also up 4% because of increased production volumes. United 
States crude oil production was up 12% which offset a decline in crude oil prices of 12%. United 
States natural gas production increased by 16% and gas prices were essentially unchanged. Other 
income declined by $4.7 million due to decreased income from crude oil marketing. 


Production and operating costs increased by $3.0 million or 15% in 1982 due to increased costs 
in Indonesia as a result of the installation of larger pumps and increased transportation and fuel costs. 


Depletion and depreciation expense increased by 12% because of increased production volumes. 


Interest expense increased in 1982 by $3.3 million because of the bank debt that was assumed as 
part of the acquisition of the investment in Adobe Oil and Gas Corporation. 


Income taxes decreased by $6.3 million in 1982 as a result of lower net income before income 
taxes and the recognition of investment tax credit benefits. 


Effects of Inflation 


Through 1981, Trend experienced significant increases in its cost of labor, materials, contract 
services and other operating costs as a result of inflation as well as scarcities due to the high demand 
for oilfield services and materials. Increases in oil and gas prices were generally sufficient to offset 
these cost increases. Beginning in 1982 and continuing into 1983, the costs of oilfield services and 
materials within the oil and gas industry have declined because of a decrease in oil and gas activities. 
General inflation increases have had an impact on certain costs, but overall the costs incurred by 
Trend have decreased. The prices for crude oil have also decreased over this period. Natural gas 
prices realized by Trend have not decreased but some curtailment in gas sales has been experienced. 
Trend expects both costs and prices to stabilize in the future. 
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EXHIBIT I 


INSPIRATION RESOURCES CORPORATION 
ARTICLES OF AMENDMENT 


Inspiration Resources Corporation, a Maryland corporation, having its principal office in Baltimore, 
Maryland (which is hereinafter called the “Corporation”), hereby certifies to the State Department of 
Assessments and Taxation of Maryland that: 


First: The Charter of the Corporation is hereby amended as follows: 
(a) The first paragraph of Article SIxTH of the Charter is amended in its entirety to read as follows: 


SIXTH: The total number of shares of all classes of stock which the Corporation has authority to 
issue is one hundred twenty-five million (125,000,000) shares, of which sixteen million five hundred 
thousand (16,500,000) shares, with a par value of $0.0001 per share, are to be designated as “Trust 
Shares” having an aggregate par value of one thousand six hundred fifty dollars ($1,650.00), and the 
remaining one hundred eight million five hundred thousand (108,500,000) authorized shares are to be 
capital stock, without par value, of which seventy-nine million three hundred seventy-five thousand 
(79,375,000) shares are hereby initially classified as “Common Shares’ and twenty-nine million one 
hundred twenty-five thousand (29,125,000) shares are hereby initially classified as “Class A Shares’. 
The Board of Directors of the Corporation may from time to time classify or reclassify any unissued 
stock of any class by setting or changing the preferences, conversion or other rights, voting powers, 
restrictions, limitations as to dividends, qualifications, or terms or conditions of redemption of the stock. 


SECOND: (a) As of immediately before the amendment the total number of shares of stock of all classes 
which the Corporation has authority to issue was seventy-six million five hundred thousand (76,500,000) 
shares, of which seventeen million (17,000,000) shares were Class A Shares (no par value per share), forty- 
three million (43,000,000) shares were Common Shares (no par value per share) and sixteen million five 
hundred thousand (16,500,000) shares were Trust Shares (par value $0.0001 per share). 


(b) As amended the total number of shares of stock of all classes which the Corporation has authority to 
issue is one hundred twenty-five million (125,000,000) shares, of which twenty-nine million one hundred 
twenty-five thousand (29,125,000) shares are Class A Shares (no par value per share), seventy-nine million 
three hundred seventy-five thousand (79,375,000) shares are Common Shares (no par value per share) and 
sixteen million five hundred thousand (16,500,000) shares are Trust Shares (par value $0.0001 per share). 


(c) The aggregate par value of all shares having a par value is $1,650.00 before the amendment and 
$1,650.00 as amended. 


(d) The descriptions of each class of stock of the Corporation are not changed by the amendment. 


THIRD: The foregoing amendment to the Charter of the Corporation has been advised by the Board of 
Directors and approved by the stockholders of the Corporation. 


IN WITNESS WHEREOF, Inspiration Resources Corporation has caused these presents to be signed in its 
name and on its behalf by its President and witnessed by its Secretary on October , 1984. 


INSPIRATION RESOURCES CORPORATION 


By 
President 


WITNESS: 


Secretary 


is Sil 


THE UNDERSIGNED, President of Inspiration Resources Corporation, who executed on behalf of the 
Corporation the foregoing Articles of Amendment of which this certificate is made a part, hereby 
acknowledges in the name and on behalf of said Corporation the foregoing Articles of Amendment to be the 
corporate act of said Corporation and hereby certifies that to the best of his knowledge, information, and 
belief the matters and facts set forth therein with respect to the authorization and approval thereof are true in 
all material respects under the penalties of perjury. 


President 
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ADMISSION CARD REQUEST 


If you plan to attend the special meeting of stockholders to 
be held on November 14, 1984, this form may be used to request 
an admission card. Please fill in your name and address and 
promptly return the form to the Corporate Secretary of Inspira- 
tion Resources Corporation, 250 Park Avenue, New York, New 
York 10177. The envelope provided for return of your proxy 
card may be used for this purpose. Upon receipt of your 
request, an admission card will be sent to you. 


I am an Inspiration Resources or HBMS stockholder and 
plan to attend the Special Meeting of Stockholders. 


Name (please print) 


Street Address 


City and State (Province) Zip (Postal) Code 
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tes a public offering of these securities only in those jurisdictions where they may be lawfully offered for sale and therein 
only ‘by persons permitted to sell such securities. No securities commission or similar authority in Canada has in any way passed upon the 
merits of the securities offered hereunder and any representation to the contrary is an offence. 


Rights Offering by Prospectus 


INSPIRATION RESOURCES CORPORATION 
Rights to Purchase 14,457,000 Common Shares 


One Right for each Common Share of Inspiration Resources Corporation or Special 
Share of Hudson Bay Mining and Smelting Co., Limited 


Subscription Basis.. Three Rights plus U.S. $10.38 for two Common Shares of Inspiration Resources 


Corporation 
Record Date November 20, 1984 
Expiry Date December 11, 1984 


Inspiration Resources Corporation (the ‘*‘Corporation’’) is granting rights (‘‘Rights’’) to subscribe on or before 
December 11, 1984 for up to 14,457,000 additional common shares of the Corporation (‘‘Inspiration Resources 
Common Shares’’) (i) to holders of record as at the close of business on November 20, 1984 of Inspiration 
Resources Common Shares and (ii) by virtue of their status as beneficiaries of a trust holding certain shares of the 
Corporation for their benefit, to holders of record as at the close of business on November 20, 1984 of Special 
Exchangeable Non-Voting Shares of the Corporation’s subsidiary, Hudson Bay Mining and Smelting Co., Limited 
(‘“‘HBMS Special Shares’’). One Right is granted in respect of each Inspiration Resources Common Share or 
HBMS Special Share held, as the case may be. Three Rights will entitle the holder to purchase two Inspiration 
Resources Common Shares at a price per share of U.S. $5.19, which price is equal to the average of the closing 
prices of Inspiration Resources Common Shares on the New York Stock Exchange for the fifteen trading days 
ending November 8, 1984. 


Subscribers who exercise in full their Rights to purchase Inspiration Resources Common Shares, if and to the extent 
they have so indicated when exercising their Rights, are entitled to subscribe, at the same exercise price, for any 
additional Inspiration Resources Common Shares which may be unsubscribed for at the expiry of this nghts 
offering. If the shares so available are insufficient for the purpose, the shares which are available will be allotted 
pro rata, according to the number of shares initially purchased by such subscribers through the full exercise of their 
Rights. 


Minerals and Resources Corporation Limited (‘‘Minorco’’) has agreed, subject to its right to limit its subscription in 
the aggregate to U.S. $100,000,000, to take up Inspiration Resources Common Shares by way of (i) full exercise 
of the Rights granted to it pursuant to this rights offering and (ii) additional subscription, as described above, for 
any shares which are unsubscribed for at the expiry of this nights offering, and to take up 5,814,627 additional 
Class A Shares of the Corporation (at U.S. $5.19 per share), all as necessary to maintain its current approximately 
60% indirect equity and 46% indirect voting interests in the Corporation after giving effect to this nghts offering 
and to an outstanding exchange offer by the Corporation for additional common shares of Madison Resources, Inc. 
(see ‘‘The Exchange Offer’’). Class A Shares of the Corporation have limited voting nights and Minorco intends to 
take up Class A Shares in lieu of Inspiration Resources Common Shares to the extent that its voting nghts in the 


Corporation would otherwise exceed the current level. 
Per Inspiration Resources 
Common Share Total (1) 


Subscription Price of Inspiration Resources Common Shares.......... U.S. $5.19 U.S. $75,031,830 


(1) Assuming this rights offering is fully subscribed for 14,457,000 shares and before deducting expenses of the offering estimated at 
U.S. $500,000. 


Inspiration Resources Common Shares are listed on the New York Stock Exchange and HBMS Special Shares are 
listed on The Toronto Stock Exchange. 


In this prospectus, all dollar amounts are expressed in United States dollars unless otherwise specified. On 
November 16, 1984 the noon rate of exchange, as reported. by the Bank of Canada, was U.S. $1.00 
= Cdn. $1.3150. If such rate prevailed at the time of exercise of Rights pursuant to this rights offering, the price 
of U.S. $5.19 per Inspiration Resources Common Share purchased would be equivalent to Cdn. $6.83. 


November 19, 1984. 
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Inspiration Resources Corporation 


14,457,000 Shares of Common Stock 
Without Par Value 


$5.19 Per Share 


Inspiration Resources Corporation (“Inspiration Resources’) is offering (the “Subscription Offer’’) to 
the holders of its Common Shares, without par value (the “Inspiration Resources Common Shares’), and, by 
virtue of their status as beneficiaries of a trust holding certain shares of Inspiration Resources for their benefit, 
to the holders of Special Exchangeable Non-Voting Shares (the “HBMS Special Shares”) of Hudson Bay 
Mining and Smelting Co., Limited (“HBMS’’), the right to subscribe for two Inspiration Resources Common 
Shares for every three Inspiration Resources Common Shares or HBMS Special Shares, or any combination 
thereof, held of record at the close of business on November 20, 1984, with additional subscription privileges. 
The Subscription Offer will expire at 5:00 P.M., New York City time, on December 11, 1984. 


THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES 
AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON THE ACCURACY 
~ OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A 
CRIMINAL OFFENSE. 


If all rights are exercised under the Subscription Offer, the total proceeds to Inspiration Resources will be 
$75,031,830 before deducting expenses payable by Inspiration Resources. 


The date of this Prospectus is November 19, 1984. 


This Prospectus does not constitute an offer to sell or a solicitation of an offer to buy securities in any 
state or other jurisdiction where, or to any person to whom, it is unlawful to make such an offer or 
solicitation. No dealer, salesman or any other person has been authorized to give any information or to make 
any representation other than those contained herein, in connection with any offer contained in this 
Prospectus, and if given or made, such other information or representation must not be relied upon as having 
been authorized. Except where otherwise indicated herein, this Prospectus speaks as of its date, and neither 
the delivery of this Prospectus nor any sale made hereunder shall, under any circumstances, create an 
implication that there has been no change in the affairs of Inspiration Resources since the date hereof. 
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Inspiration Resources is subject to the informational requirements of the Securities Exchange Act of 1934 
(the “Exchange Act”) and in accordance therewith files reports, proxy statements and other information 
with the Securities and Exchange Commission (the ““Commission’’). Such reports, proxy statements and 
other information filed by Inspiration Resources can be inspected and copied at the public reference facilities 
of the Commission at Room 1024, 450 Fifth Street, N.W., Washington, D.C. 20549, and at the Regional 
Offices of the Commission at Room 1100, 26 Federal Plaza, New York, New York 10007, at Room 1204, 219 
South Dearborn Street, Chicago, Illinois 60604 and at Suite 500 East, 5757 Wilshire Boulevard, Los Angeles, 
California 90036. Copies of such material can be obtained from the Public Reference Section of the 
Commission, Washington, D.C. 20549 at prescribed rates. Inspiration Resources Common Shares are listed 
on the New York Stock Exchange; reports, proxy statements and other information concerning Inspiration 
Resources can be inspected and copied at the Library of the New York Stock Exchange at 20 Broad Street, 
New York, New York 10005. 


In this Prospectus, all dollar amounts are expressed in United States dollars and all references to tonnages 
are in short tons, unless otherwise specified. 


The following table reflects the rate of exchange for Canadian dollars per U.S. $1.00 in effect at the end 
of the following periods and the average rate of exchange during such periods, based on the Bank of Canada 
average noon spot rate of exchange. 


Year First Half 
1979 1980 198] 1982 1983 1983 1984 
Rate at end of period in Canadian dollars ................ $1.168 $1.195 $1.186 $1.229 $1.244 $1.227 $1.319 
Average rate for the period in Canadian dollars ............ $1.172 $1.169 $1.199 $1.234 $1.232 $1.229 $1.274 


On November 16, 1984, the Bank of Canada average noon spot rate of exchange was U.S. $1.00 = Cdn. 
$1.3150. 


PROSPECTUS SUMMARY 


The following summary is qualified in its entirety by the more detailed information and financial 
statements (including the notes thereto) appearing elsewhere in this Prospectus. 


Inspiration Resources 


Inspiration Resources is a United States-based, diversified natural resource company with operations and 
production facilities in the United States, Canada and Indonesia, and is engaged, through its subsidiaries, in 
four natural resource-related businesses (petroleum, agricultural chemicals, base and precious metals and 
coal) and in venture capital activities. 


Inspiration Resources petroleum business, which, prior to April 1984, was conducted principally 
through its formerly wholly-owned subsidiaries, Trend International Limited (“Trend International”) and 
Trend Exploration Limited (“Trend Exploration”) (collectively referred to as “Trend’’), is carried on at 
present principally through Madison Resources, Inc. (“Madison’’), which now owns Trend. The venture 
capital activities are carried on through Danville Resources, Inc. (“Danville”). Inspiration Resources’ 
agricultural chemicals business is carried on in the United States by Terra Chemicals International, Inc. 
(“Terra’) and its United States base and precious metals businesses are carried on by Inspiration 
Consolidated Copper Company (“Inspiration Copper’) and Inspiration Mines, Inc. (“Inspiration Mines’’ ) 
(collectively referred to as “Inspiration Minerals”), which mine and process metals, primarily copper, silver 
and zinc. Through HBMS, Inspiration Resources conducts its base metals and precious metals businesses in 
Canada, where it mines and processes metals, primarily copper and zinc with significant by-product gold and 
silver production. Inspiration Minerals and HBMS also are engaged in exploration for precious metals. 
Inspiration Resources’ coal business, including production and marketing of metallurgical and steam coals, is 
carried on in the United States by Inspiration Coal Inc. (“Inspiration Coal’). 


The principal executive offices of Inspiration Resources are located at 250 Park Avenue, New York, New 
York 10177. Its telephone number is (212) 503-3100. 


Subscription Offer 


Inspiration Resources is offering to the holders of Inspiration Resources Common Shares, without par 
value, and, by virtue of their status as beneficiaries of a trust holding certain shares of Inspiration Resources 
for their benefit, to the holders of HBMS Special Shares, the right to subscribe for two Inspiration Resources 
Common Shares for every three Inspiration Resources Common Shares or HBMS Special Shares, or any 
combination thereof, held of record at the close of business on November 20, 1984, at a price per share of 
$5.19, with additional subscription privileges. Rights to subscribe are evidenced by transferable warrants. 
The Subscription Offer will expire at 5:00 P.M., New York City time, on December 11, 1984. The 
Subscription Offer is being made, among other reasons, to provide existing holders of Inspiration Resources 
Common Shares and HBMS Special Shares with an opportunity to lessen the dilutive effect of the Exchange 
Offer described below. 


Exchange Offer 


On October 23, 1984, Inspiration Resources commenced an offer (the “Exchange Offer”) to exchange 
three Inspiration Resources Common Shares and $5.00 net in cash for each of 4,000,000 shares of common 
stock, $1.00 par value, of Madison (the “Madison Shares’’), or for such greater number of Madison Shares, up 
to 4,500,000, as Inspiration Resources may choose to accept. The Exchange Offer, which is scheduled to 
expire on November 21, 1984, is not conditioned upon any minimum number of Madison Shares being 
tendered for exchange. 


Major Stockholder 


Minerals and Resources Corporation Limited (“Minorco’”) is indirectly the major stockholder of 
Inspiration Resources, holding through a subsidiary 9,384,257 Inspiration Resources Common Shares and 


il 


8,721,940 Inspiration Resources Class A Shares (the “Inspiration Resources Class A Shares’’), representing 
approximately a 46% voting interest and approximately a 60% equity interest in Inspiration Resources. 
These Inspiration Resources Class A Shares are entitled to be converted into Inspiration Resources Common 
Shares at any time (on a one-for-one basis, subject to adjustment), increasing Minorco’s indirect voting 
interest to its full indirect equity interest of 60%, but Minorco has informed Inspiration Resources that its 
subsidiary does not currently intend to exercise its conversion rights except to maintain a voting interest in 
Inspiration Resources of slightly less than 50%. Minorco also indirectly holds 4,102,064 Inspiration Resources 
warrants to purchase the same number of Inspiration Resources Common Shares or Inspiration Resources 
Class A Shares. 


In addition to the Inspiration Resources Common Shares that Minorco will be entitled to purchase under 
the Subscription Offer, Minorco, as the indirect sole holder of Inspiration Resources Class A Shares, 
simultaneously will have the the right, pursuant to an agreement with Inspiration Resources (the ““Minorco 
Agreement” ), to purchase from Inspiration Resources two additional Inspiration Resources Class A Shares for 
each three Inspiration Resources Class A Shares held by it of record on November 20, 1984, at a price per 
share of $5.19 (the “Class A Subscription”, and, together with the Subscription Offer, the “Subscription 
Offers’’ ). 


Upon consummation of the Exchange Offer and the Subscription Offers and assuming that (i) 
12,000,000 Inspiration Resources Common Shares are issued in the Exchange Offer, (ii) all holders of 
Inspiration Resources Common Shares (including Minorco) and HBMS Special Shares subscribe for the 
maximum number of shares available to them under the Subscription Offer, and (iii) Minorco subscribes for 
the maximum number of Inspiration Resources Class A Shares in the Class A Subscription, the total number 
of shares (including the Inspiration Resources Common Shares) entitled to a pro rata share in any dividend 
or liquidation distribution by Inspiration Resources would increase to approximately 62,678,367 shares. 
Under these same circumstances Minorco’s voting and equity interests in Inspiration Resources would be 
reduced to approximately 35% and 48%, respectively, in which event it is expected that Minorco would 
consider conversion of a sufficient portion of its Inspiration Resources Class A Shares to Inspiration Resources 
Common Shares to maintain approximately its current 46% voting interest in Inspiration Resources. 


Inspiration Resources’ Strategic Objectives 


The Exchange Offer and the Subscription Offers are designed to result in: 


— an increase in Inspiration Resources’ participation in the petroleum business 

— a significant improvement in the financial condition of Inspiration Resources 

— a substantial increase in the float of Inspiration Resources stock in public hands 

— a further investment by Inspiration Resources in the venture capital activities of Danville. 


The Exchange Offer and the Subscription Offers are consistent with Inspiration Resources’ objectives of 
emphasizing petroleum and precious metals in its natural resource sector, reducing its historical dependence 
on base metals and improving its liquidity. Inspiration Resources is actively considering acquisitions and 
divestitures as part of its strategic plan to re-orient in these directions and to utilize the substantial tax loss 
carryforward position that it presently possesses. While Inspiration Resources has no specific divestiture 
proposal under consideration, divestiture of certain operations, if implemented, might require substantial 
writedowns of assets. 


THE SUBSCRIPTION OFFER 


Inspiration Resources hereby offers to the holders of Inspiration Resources Common Shares and, by 
virtue of their status as beneficiaries of a trust holding certain shares of Inspiration Resources for their benefit, 
to the holders of HBMS Special Shares of record at the close of business on November 20, 1984 (the “Record 
Date”), the right (the “Right’) to subscribe and, to the extent available, to oversubscribe for up to 
14,457,000 Inspiration Resources Common Shares (the “Additional Shares’) at the subscription price of 
$5.19 per share (the “Subscription Price’), being the average of closing prices for Inspiration Resources 
Common Shares on the New York Stock Exchange for the 15 trading days ending November 8, 1984. One 
Right will be issued with respect to every Inspiration Resources Common Share and HBMS Special Share 
outstanding on the Record Date, and three Rights are required to subscribe for two Additional Shares. The 
Rights may be exercised through December 11, 1984. 


Warrants 


Rights to subscribe are evidenced by transferable warrants (the “Warrants” ), and each Warrant shall 
evidence the total number of Rights to which the holder thereof is entitled. Warrants may be divided and 
transferred and Rights may be combined upon delivery to the Subscription Agent or to the Subscription 
Agent c/o Montreal Trust Company. A Warrant holder who exercises his Warrant for the full amount of his 
Basic Subscription Privilege and Step-up Privilege, if any, described below, is eligible to subscribe for 
additional Inspiration Resources Common Shares under the Oversubscription Privilege described below. 


The Warrants will expire at 5:00 P.M., New York City time, on December 11, 1984 (the “Expiration 
Date”), and the Warrants will be valueless thereafter. 


Basic Subscription Privilege 


Warrants entitle the holders thereof to subscribe at the Subscription Price for Additional Shares at the 
rate of two Additional Shares for each three Rights indicated on the Warrant (the “Basic Subscription 
Privilege’ ). 


_ Step-up Privilege 


No fractional shares will be issued pursuant to the Subscription Offer. A Warrant evidencing a total 
number of Rights which is not evenly divisible by three will entitle the holder thereof, who fully exercises the 
Basic Subscription Privilege of such Warrant, to subscribe at the Subscription Price for one full Additional 
Share in lieu of a fractional share without furnishing any additional Rights. Likewise, any holder of a Warrant 
evidencing fewer than three Rights will be entitled to subscribe for one Additional Share without furnishing 
any additional Rights (each subscription privilege under this paragraph being the “Step-up Privilege’ ). 


No Warrant may be divided in such a way that would permit the holder to subscribe to a greater 
number of shares than the number to which such Warrant entitles its holder, except that a bank, trust 
company, securities dealer or broker which holds Inspiration Resources Common Shares or HBMS Special 
Shares on the Record Date for more than one beneficial owner may, upon proper showing to the Subscription 
Agent, exchange its Warrant on the same basis as if the beneficial holders were record holders on the Record 
Date. Inspiration Resources reserves the right to deny any division of Warrants or the exercise of the Step-up 
Privilege where the result, in the opinion of Inspiration Resources, would be inconsistent with the intent of 
the Step-up Privilege. 


Oversubscription Privilege 


Subject to allotment as described below, any holder who exercises a Warrant for the full amount of the 
Basic Subscription Privilege and the Step-up Privilege, if any, may subscribe at the Subscription Price for any 
number of Additional Shares (the “Oversubscription Privilege’). 


Allotment under Oversubscription Privilege 


The only shares available for subscription pursuant to the Oversubscription Privilege are those 
Additional Shares not required to satisfy the Basic Subscription Privilege and Step-up Privilege. If the shares 
so available are not sufficient to satisfy all subscriptions pursuant to the Oversubscription Privilege, the 
available shares will be allotted pro rata among those who exercised the Oversubscription Privilege, 
according to the number of shares they purchased upon the exercise of their Basic Subscription Privilege and 
the Step-up Privilege. The Subscription Agent will refund payments in excess of the amount required 
pursuant to the exercise of the Oversubscription Privilege. 


Method of Exercising Rights and Payment 


Rights to subscribe may be exercised by filling in and signing the subscription form on the face of the 
Warrant and mailing or delivering the Warrant, together with payment in full in U.S. dollar funds, by check, 
or postal or express money order, for all shares subscribed for under the Basic Subscription Privilege, the 
Step-up Privilege and the Oversubscription Privilege, in the manner indicated in the table below so as to 
arrive on or before the Expiration Date. 


Warrants May Be Mailed or Delivered To: 


Morgan Guaranty Trust Company of New York (the “Subscription Agent’ ) 


By mail: P.O. 2995 
Church Street Station 
New York, New York 10008 
or 
c/o Montreal Trust Company 
15 King Street West 
Toronto, Canada 
M5H 1B4 


By delivery: 30 West Broadway 
Ground Floor Tellers 
New York, New York 
or 
c/o Montreal Trust Company 
15 King Street West 
Toronto, Canada 


Telephone inquiries should be directed to Morgan Guaranty Trust Company of New York at (212) 587- 
6611 and to Montreal Trust Company at (416) 860-5639. 


Delivery of Share Certificates 


Certificates for Additional Shares subscribed for by a Warrant holder exercising the Basic Subscription 
Privilege and Step-up Privilege only will be mailed or delivered as soon as practicable after receipt of such 
subscription and full payment therefor. Certificates for Additional Shares to be issued to a Warrant holder 
exercising the Oversubscription Privilege will be mailed or delivered after the Expiration Date, unless the 
Warrant holder requests prior delivery of certificates for shares subscribed for other than upon exercise of the 
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Oversubscription Privilege, in which case certificates for such shares will be mailed or delivered to the holder 
as soon as practicable. Certificates for shares, if any, to be allotted under the Oversubscription Privilege, 
together with a refund of the Subscription Price for any shares not issued, will be mailed or delivered after 
the Expiration Date. 


Transfer, Purchase or Sale of Rights 


While the Rights are transferable, there is no current market in the Rights and Inspiration Resources can 
give no assurances that such a market will develop. If a market should develop in the Rights, Rights would be 
purchased or sold through the usual investment channels. 


Foreign and Certain Other Stockholders 


As a convenience to stockholders, no Warrant will be mailed to a stockholder whose address is outside 
the United States, Canada, Mexico and Puerto Rico or is an APO or FPO address, but will be held for such 
stockholder’s account until instructions are received. If no instructions have been received by 10:00 A.M., 
New York City time, on Monday, December 10, 1984 and at such time the per share price of Inspiration 
Resources Common Shares is greater than $5.19, the Subscription Agent will attempt to sell the Rights and 
the net proceeds, if any, will be held for distribution to such stockholder. 


United States Federal Income Tax Considerations 


The following is a summary of the principal United States Federal income tax consequences for holders 
of Inspiration Resources Common Shares and HBMS Special Shares who hold their shares as capital assets 
and is based upon advice received by Inspiration Resources from Shearman & Sterling. Holders should 
consult their own advisers as to the tax treatment in general and with respect to their particular 
circumstances, including the application of state and local tax laws. 


For Federal income tax purposes, in the case of Rights received by holders in respect of Inspiration 
Resources Common Shares, (i) neither the receipt nor the exercise of the Rights will result in taxable income 
to the holders, but taxable gain or loss may be realized upon the disposition of Rights by U.S. persons 
(including, absent treaty protection, foreign individuals present in the U.S. for 183 days or more during 
1984); (ii) assuming the value of the Rights received by a holder is less than 15% of the fair market value of 
such holder’s Inspiration Resources Common Shares at such time, the tax basis for the Rights will be zero 
_ unless a holder elects on his Federal income tax return to allocate his basis in the Inspiration Resources 
Common Shares between (a) the Inspiration Resources Common Shares and (b) the Rights in proportion to 
the fair market values of each on the date of distribution; (iii) the holding period for capital gains tax 
purposes of Rights received by a holder will commence on the same date as that of the Inspiration Resources 
Common Shares in respect of which the Rights were issued; (iv) if Rights are allowed to expire without 
exercise or sale, the holder would realize capital loss in an amount equal to the basis, if any, allocated to such 
rights; (v) the tax basis of Additional Shares acquired upon the exercise of Rights would be the Subscription 
Price plus the basis allocated to such Rights if the election referred to in (ii) is made or, if such Rights have 
been purchased, the cost thereof; and (vi) the holding period of Additional Shares acquired upon exercise of 
Rights would begin on the date of such exercise. 


In general, in the case of holders of HBMS Special Shares who are not U.S. citizens or residents or U.S. 
corporations (or, absent treaty protection, foreign individuals present in the U.S. for 183 days or more during 
1984), the distribution of the Rights probably would not be subject to U.S. tax and gain, if any, realized on 
the disposition of the Rights would not be subject to U.S. tax. Exercise of the Rights would not be taxable to 
holders of HBMS Special Shares. 


In the case of holders of HBMS Special Shares who are U‘S. citizens or residents or U.S. corporations, 
while the matter is not entirely clear, distribution of the Rights probably would be taxable (and, absent treaty 
protection, could also be taxable in the case of foreign individuals present in the U.S. for 183 days or more 
during 1984). If the distribution is taxable, the holder might be viewed as receiving the Rights in exchange 
for the right to have the conversion ratio of the HBMS Special Shares adjusted to reflect the Subscription 
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Offer, or the Rights might be viewed as other income; the holding period would begin on the date following 
the distribution, and the basis in the Rights would be their value at that time. If the distribution is not 
taxable, it is not clear whether the holding period would begin on the date following the distribution or on 
the same date as the HBMS Special Shares in respect of which the Rights are issued, and whether the basis in 
such Rights would be zero or whether they would take a portion of the basis of such HBMS Special Shares. 
Whether or not the distribution is taxable: (i) exercise of the Rights would not be taxable; (ii) a sale or 
exchange of the Rights generally would be taxable; and (iii) if the Rights are allowed to expire without 
exercise or sale, the holder would realize capital loss in an amount equal to the holder’s basis, if any, in the 
Rights. 


The tax basis of Additional Shares acquired upon the exercise of Rights received by a holder of HBMS 
Special Shares would be the Subscription Price plus the holder’s basis in the Rights, and the holding period in 
such Additional Shares would begin on the date of exercise. 


The discussion above does not address the consequences of the distribution or disposition of Rights, or of 
the disposition of shares, with respect to non-U. S. persons who have held at some time more than 5% of 
either the outstanding Inspiration Resources Common Shares or the outstanding HBMS Special Shares 
(taking into account shares which such holder had an option to acquire, including by conversion of HBMS 
Special Shares or exercise of Rights, and shares held by certain related parties or entities). Since Inspiration 
Resources is a “United States real property holding company’ under the Foreign Investment in Real 
Property Tax Act of 1980 (““FIRPTA’’), such a holder could be subject to tax under FIRPTA on gain, if any 
realized upon the disposition of Rights, of Inspiration Resources Common Shares, or of HBMS Special Shares 
(including upon an exchange of HBMS Special Shares for Inspiration Resources Common Shares), and upon 
the distribution of Rights on HBMS Special Shares (if such distribution is otherwise taxable). In the case of a 
transaction on or prior to December 31, 1984, however, a Canadian resident or Canadian corporation with 
no permanent establishment in the U. S. would be exempt by treaty; under certain circumstances, the treaty 
exemption would apply until December 31, 1985. 


Canadian Federal Income Tax Considerations 


The following is a general summary of the principal Canadian federal income tax considerations for 
holders of HBMS Special Shares receiving the Rights by virtue of their status as beneficiaries of a certain trust 
(the “Trust’) holding certain Inspiration Resources Trust Shares for their benefit and for holders of 
Inspiration Resources Common Shares resident in Canada receiving the Rights directly from Inspiration 
Resources and is based upon advice received by Inspiration Resources from Osler, Hoskin & Harcourt. The 
summary is based on the provisions of the Income Tax Act (Canada) (the “Tax Act’) and the Regulations 
thereunder enacted as of the date hereof and applies only to holders who hold their shares as capital property. 


THIS SUMMARY IS NOT INTENDED TO BE NOR SHOULD IT BE CONSTRUED TO BE LEGAL 
OR TAX ADVICE TO ANY PARTICULAR HOLDER, and no representation with respect to the tax 
consequences to any particular holder is made hereby. Because the law in this area is complex and the 
various provincial income tax consequences as well as the particular facts relating to each holder vary, 
holders should consult their own tax advisers. 


Holders of HBMS Special Shares Resident in Canada 


Upon the receipt of the Rights from the Trust, a holder of HBMS Special Shares will be required to 
include in his income for purposes of the Tax Act an amount equal to the fair market value of the Rights 
received by the holder at the time of their receipt by the holder. A holder will be deemed to have acquired 
such Rights at a cost equal to the amount included in his income. The adjusted cost base to the holder of such 
Rights will be the holder’s average cost of all Rights held by the holder. Such income will not be eligible for 
the dividend gross-up and the dividend tax credit afforded to dividends from taxable Canadian corporations. 


Upon the disposition by a holder of a Right (otherwise than upon its exercise), the holder will realize a 
capital gain (or capital loss) for purposes of the Tax Act in the amount by which the proceeds of disposition 
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of the Right exceed (or are exceeded by) the aggregate of the holder’s adjusted cost base of such Right 
immediately before the disposition and any expenses of sale. 


Upon the exercise of a Right, a holder will not be required to include any amount in his income for 
purposes of the Tax Act. Any Inspiration Resources Common Shares acquired on the exercise of a Right will 
be deemed to have been acquired at a cost equal to the aggregate of the amount paid on the exercise of the 
Right and the adjusted cost base to him of the Right. 


Upon the expiry of a Right, the holder will realize a capital loss in the amount equal to the adjusted cost 
base to him of the Right (if any) immediately before its expiry. 


Holders of HBMS Special Shares Not Resident in Canada 


The distribution by the Trust of the Rights to non-residents of Canada for purposes of the Tax Act will be 
subject to withholding tax at a rate of 25% (or such lower rate as established by a relevant tax treaty (15% in 
the case of U.S. residents) ) on the fair market value of the Rights at the time of their distribution by the 
Trust. 


Holders of Inspiration Resources Common Shares Resident in Canada 


A holder of Inspiration Resources Common Shares will not be required to include any amount in his 
income by virtue of the receipt by him of the Rights from Inspiration Resources and will be deemed to have 
acquired such Rights at nil cost. The adjusted cost base to the holder of such Rights will be the holder’s 
average cost (if any) of all Rights held by the holder. 


Upon the disposition by a holder of a Right (otherwise than upon its exercise), the holder will realize a 
capital gain (or capital loss) for the purpose of the Tax Act in the amount by which the proceeds of 
disposition of the Right exceed (or are exceeded by) the aggregate of the holder’s adjusted cost base of such 
Right immediately before the disposition and any expenses of sale. 


Upon the exercise of a Right, a holder will not be required to include any amount in his income for 
purposes of the Tax Act. Any Inspiration Resources Common Shares acquired on the exercise of the Right 
will be deemed to have been acquired at a cost equal to the aggregate of the amount paid on the exercise of 
the Right and the adjusted cost base to him of the Right. 


Upon the expiry of a Right, the holder of a Right will realize a capital loss in the amount equal to the 
adjusted cost base to him of the Right, if any, immediately before its expiry. 


Foreign Property 


The Rights will be foreign property within the meaning of Part XI of the Tax Act for registered pension 
plans and other similar vehicles. 


Major Stockholder 


In the Subscription Offer, Minorco will be entitled to purchase approximately 6,256,171 Additional 
Shares under the Basic Subscription Privilege and the Step-up Privilege in addition to its share of Additional 
Shares unsubscribed by other holders of Inspiration Resources Common Shares and holders of HBMS Special 
Shares under the Oversubscription Privilege. In addition, simultaneously with the Subscription Offer, 
Minorco, indirectly, as the sole holder of Inspiration Resources Class A Shares, will have the right, pursuant to 
the Minorco Agreement, to purchase from Inspiration Resources two Inspiration Resources Class A Shares for 
each three Inspiration Resources Class A Shares held by it of record on November 20, 1984, at a price per 
share equal to the Subscription Price for Additional Shares under the Subscription Offer. As of October 31, 
1984, Minorco owned 8,721,940 Inspiration Resources Class A Shares and as of October 31, 1984 it would be 
entitled to purchase 5,814,627 additional Inspiration Resources Class A Shares. In order to enable Minorco to 
maintain its approximate current indirect 46% voting and 60% equity interest in Inspiration Resources, 
Minorco will also have the right, pursuant to the Minorco Agreement, to purchase from Inspiration 
Resources, in lieu of each Additional Share to which it is entitled, one Inspiration Resources Class A Share, at 
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a purchase price per share equal to the Subscription Price for Additional Shares, as may be necessary to 
maintain its voting interest at the current approximately 46% level. 


Minorco has agreed to subscribe for all Additional Shares available to it pursuant to the Subscription 
Offer and all Inspiration Resources Class A Shares available to it pursuant to the Class A Subscription, 
provided, however, that pursuant to the Minorco Agreement, Minorco will have the option to limit its 
purchase of Additional Shares and Inspiration Resources Class A Shares to an aggregate purchase price of 
$100 million. If Minorco were the only holder of Inspiration Resources Common Shares exercising all of its 
Rights under the Subscription Offer, fully subscribed to the Class A Subscription and waived the $100 million 
limit contained in the Minorco Agreement to subscribe for Additional Shares and Inspiration Resources Class 
A Shares and no holder of HBMS Special Shares exercised his subscription rights under the Subscription 
Offer, Minorco would increase its voting and equity interests in Inspiration Resources to approximately 51% 
and 61%, respectively (these figures are based upon the assumption that 12,000,000 Inspiration Resources 
Common Shares are issued in the Exchange Offer). However, Minorco is not committed to, and intends not 
to, exercise the Rights to purchase Additional Shares to which it is entitled in an amount which, after giving 
effect to the Inspiration Resources Common Shares issued in the Exchange Offer and to other Inspiration 
Resources Common Shares and Inspiration Resources Class A Shares in the Subscription Offer, increases its 
voting and equity interests in Inspiration Resources beyond its current 46% and 60% level, respectively. 


USE OF PROCEEDS 


The proceeds of the Subscription Offers will first be applied to pay the cash portion of the Exchange 
Offer. Inspiration Resources will use $30.6 million of the balance to subscribe for up to 54,224 additional 
shares of Danville Common Stock in an equity offering by Danville designed to raise an aggregate of $40 
million from certain existing shareholders of Danville (including Madison). Of the proceeds of such equity 
offering, $25 million will be invested by Danville in The Prospect Group, Inc. (“Prospect”), a venture capital 
company 43% owned by Danville, and the remainder will be used by Danville to repay its current debt, as 
working capital and for other corporate purposes. (The foregoing equity offering, investment by Inspiration 
Resources and use by Danville of the proceeds thereof, together with the transfer of Madison Shares to 
Danville in exchange for Danville Common Stock, are hereinafter collectively referred to as the “Danville 
Investments.) See BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Venture Capital. The Danville 
Investments will increase Inspiration Resources’ ownership of Danville Common Stock, assuming 4,000,000 
Madison Shares are acquired in the Exchange Offer, to 80% (76% on a fully-diluted basis) or, assuming 
4,500,000 Madison Shares are so acquired, to 81% (76% on a fully-diluted basis). 


Inspiration Resources will use the balance of the proceeds of the Subscription Offers to repay long-term 
floating rate debt of Inspiration Resources outstanding under various revolving credit facilities (the “Debt 
Repayment’ ). 


The foregoing description of the use of the cash proceeds of the Subscription Offers assumes that $100 
million is received. The actual amount of the proceeds of the Subscription Offers may be greater or less than 
$100 million, depending upon the subscribed number of Additional Shares and Inspiration Resources Class A 
Shares. 


INSPIRATION RESOURCES SHARES 


Inspiration Resources Common Shares, without par value, are entitled to one vote per share, voting as a 
class with the other voting securities of Inspiration Resources. The Inspiration Resources Class A Shares have 
voting rights of Yo of one vote per share, are convertible at any time at the option of the holder into the same 
number of Inspiration Resources Common Shares, and are held entirely by Minorco. The Inspiration 
Resources Trust Shares are held entirely by the Montreal Trust Company, as Trustee (the “Trustee’’), under 
the Inspiration Resources Exchange Agency and Trust Agreement (the “Inspiration Resources Agency 
Agreement’ ), which provides the mechanism for the exercise of voting rights in Inspiration Resources by or 
on behalf of the holders of the HBMS Special Shares. Inspiration Resources Common Shares (together with 
the Inspiration Resources Class A Shares) are entitled to share equally, on a per share basis, in such dividends 
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and other distributions as may be lawfully declared or paid, from time to time, by the Board of Directors of 
Inspiration Resources. Neither the Inspiration Resources Common Shares nor the Inspiration Resources Class 
A Shares are redeemable, and the holders of such shares are not entitled to pre-emptive rights. In the event 
of any liquidation, dissolution or winding up of Inspiration Resources, the Inspiration Resources Common 
Shares, Inspiration Resources Class A Shares and Inspiration Resources Trust Shares will rank pari passu, up 
to an amount equal to $0.0001 per share, with respect to distributions of the assets of Inspiration Resources 
available for distributions to stockholders. The Inspiration Resources Common Shares and Inspiration 
Resources Class A Shares will also rank pari passu with respect to any such distributions of the assets of 
Inspiration Resources in excess of $0.0001 per share, but the Inspiration Resources Trust Shares will not be 
entitled to any such distributions in excess of $0.0001 per share. 


On October 31, 1984, 13,311,870 Inspiration Resources Common Shares were outstanding, held by 
approximately 1,910 holders of record; 8,721,940 Inspiration Resources Class A Shares were outstanding, all 
held by Minorco; and 8,753,210 Inspiration Resources Trust Shares were outstanding, held by the Trustee for 
the benefit of approximately 4,965 holders of record of 8,373,210 HBMS Special Shares. 


The General Corporation Law of the State of Maryland does not provide as a matter of law for the 
stockholders of a particular class of shares of a Maryland corporation to have a separate class vote on matters 
which affect the rights of that class of shares directly or indirectly in a manner different from other classes. 
The charter of Inspiration Resources also does not provide for such a right. Accordingly, a class vote would 
not be required to implement a change in the charter of Inspiration Resources which would alter the rights of 
one class of shares in a manner different from the rights of other classes, including matters such as voting 
rights, dividends and preferences on liquidation. However, Inspiration Resources has agreed in the 
Inspiration Resources Agency Agreement that it will take no action that will change the voting rights per 
share of the Inspiration Resources Common Shares or the Inspiration Resources Trust Shares without 
identically changing the voting rights per share of the Inspiration Resources Trust Shares or the Inspiration 
Resources Common Shares, respectively. There is no agreement regarding changes in the voting rights per 
share or other changes in the terms of the Inspiration Resources Class A Shares. 


THE EXCHANGE OFFER 


Inspiration Resources announced in early 1984 its intention to emphasize the petroleum and precious 
metals areas within the natural resource sector and to invest in other business areas. As part of this business 
_ strategy, on April 3, 1984, Inspiration Resources and Danville each transferred to Madison certain oil and gas 
interests in exchange for which 11,353,320 Madison Shares were issued to Danville and 391,698 shares of 
common stock of Danville (the “Danville Common Stock’) were issued to Inspiration Resources, subject, in 
each case, to certain post-closing adjustments. One post-closing adjustment has been completed, resulting in 
the transfer of 129,167 additional Madison Shares to Danville and the issuance of an additional 5,487 shares of 
Danville Common Stock to Inspiration Resources. (The foregoing is hereinafter referred to as the “Madison 
Acquisition”.) Accordingly, at present Danville owns 53% of the outstanding Madison Shares and Inspiration 
Resources owns 73% (68% on a fully-diluted basis) of the outstanding Danville Common Stock. 


If 4,000,000 Madison Shares are acquired in the Exchange Offer, Inspiration Resources will issue an 
aggregate of 12,000,000 Inspiration Resources Common Shares and will pay an aggregate of $20 million in 
payment of the consideration. If 4,500,000 Madison Shares are so acquired, Inspiration Resources will issue 
an aggregate of 13,500,000 Inspiration Resources Common Shares and will pay an aggregate of $22.5 million 
in payment of the cash consideration. 


Inspiration Resources and Danville have agreed that the Madison Shares acquired in the Exchange Offer 
will be held by Danville, together with Danville’s present holding of Madison Shares. If 4,000,000 Madison 
Shares are acquired in the Exchange Offer, Danville will issue up to 170,796 additional shares of Danville 
Common Stock to Inspiration Resources as consideration for the Madison Shares (192,146 additional shares 
of Danville Common Stock if 4,500,000 Madison Shares are acquired). To value the transfer of assets in the 
Madison Acquisition, the parties assumed a value of $24 per Madison Share and $565 per share of Danville 
Common Stock. To account for the transfer of shares in the proposed transactions, Danville Common Stock 
is again valued at $565 per share, representing the current market value of the consideration offered in the 
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Exchange Offer. If 4,000,000 Madison Shares are acquired in the Exchange Offer, such transfer to Danville 
would result in Danville owning an aggregate 71.4% of the outstanding Madison Shares (73.8% if 4,500,000 
Madison Shares are acquired in the Exchange Offer). 


Upon consummation of the Exchange Offer, the Subscription Offers and the Danville Investments, 
assuming that 4,000,000 Madison Shares are acquired in the Exchange Offer, that Minorco is the sole holder 
of Inspiration Resources Common Shares and HBMS Special Shares subscribing to the Subscription Offer, and 
that Minorco subscribes for the Inspiration Resources Class A Shares offered in the Class A Subscription, the 
corporate structure of the Inspiration Resources group will be as follows (not on a fully-diluted basis): 


54% Voting 46% Voting 
40% Equity 60% Equity 
Inspiration 
Resources 
100% 100% 100% 100% 100% 80% 
Teak HBMS ee Inspiration Inspiration Dencile 
Mines Copper Coal 


66%” 


Madison® 
Other 
Investments 


100% 100% 
Trend Vanderbilt 
Exploration Energy 
27% 25 % 36 7% 6% 34% 
100% 


Trend 
International 


If all holders of Inspiration Resources Common Shares (including Minorco) and all holders of HBMS Special 
Shares subscribe for the maximum number of shares available to them in the Subscription Offer, and Minorco 
subscribes for the maximum number of Inspiration Resources Class A Shares in the Class A Subscription, 
Minorco’s voting interest would be reduced to approximately 35% and its equity interest would be reduced 
to approximately 48%, in which event, it is expected that Minorco would consider conversion of a sufficient 
portion of its Inspiration Resources Class A Shares to Inspiration Resources Common Shares to maintain its 
current 46% voting interest. 


* Madison also has an interest in Danville which, upon consummation of the Danville Investments, will 
be 12.3%. 


°° Equity interest. 


MARKET PRICES AND DIVIDEND INFORMATION 


Market Prices 


Inspiration Resources Common Shares have been traded on the New York Stock Exchange since July 6, 
1983. The following table sets forth for each quarter during that period the high and low closing sales prices 
of Inspiration Resources Common Shares on the New York Stock Exchange — Composite Transactions 
(adjusted to reflect a 2% stock dividend paid on December 21, 1983). 


High Low 

1983 
Third quarter (commencing July 6) ............ $14.95 $11.52 
Holicth quattet, cain eesti clas se Re reac 13.24 10.38 

4 
irsG Quartet ee sigh tinc edt ARRAS. Dads Madey Be 12.25 10.38 
SECONCECLUATLE Lap heeneaun 12.2. avert ciontarnomest eaaecaeeaie Oe: 11.68 7.63 
Aird quaricrametren fe cea Aimee chipset aon gee 8.00 Delo 
Fourth quarter (through November 16, 1984) .... 7.00 4.88 


The closing sale price of Inspiration Resources Common Shares on October 16, 1984, the last full trading day 
prior to the public announcement of the terms of the Exchange Offer on October 18, 1984, on the New York 
Stock Exchange — Composite Transactions was $6.375. The closing sale price on November 16, 1984 was 
$4.88. 


Dividends 


On December 21, 1983, Inspiration Resources paid a 2% stock dividend to the holders of record on 
December 1, 1983 of Inspiration Resources Common Shares and Class A Shares, in order to enable HBMS to 
pay an equivalent stock dividend to holders of record on December 1, 1983 of HBMS Special Shares and in 
order to maintain parity with the HBMS Special Shares. The HBMS dividends were necessary in order for 
HBMS to maintain the status of the HBMS Special Shares as eligible investments for certain institutional 
holders in Canada. Inspiration Resources has not paid any other dividend since its incorporation in June 
1978. 


PRO FORMA CAPITALIZATION OF INSPIRATION RESOURCES 


The following table sets forth the consolidated debt and stockholders’ equity of Inspiration Resources at 
June 30, 1984, and the pro forma consolidated debt and stockholders’ equity as if the Exchange Offer, the 
Subscription Offers, the Danville Investments and the Debt Repayment had occurred on June 30, 1984. The 
table should be read in conjunction with the June 30, 1984 unaudited pro forma consolidated condensed 
balance sheet and Notes to Pro Forma Financial Statements of Inspiration Resources, which appear on the 
following pages. 


All adjustments reflected in the Inspiration Resources Pro Forma Financial Statements presented 
herein make the assumption that (i) 4,000,000 Madison Shares are acquired in the Exchange Offer and 
(ii) Inspiration Resources receives $105.2 million in cash from the Subscription Offers. 


June 30, 1984 (Unaudited) 


Actual Pro Forma 
Amount % Adjustments Amount % 
(In thousands) (In thousands) 

Short-term debt, including current 

portion of long-term debt ...... $ 69,202 5.6 $ (6,600) (1) $ 62,602 4.9 
Long-term debt, net of current por- 

ons oe eee, AE ee ee 877,677 30.5 (54,572) (1) 323,105 25.3 
Minority interest. (7. 2.4-.-- ee 297,833 24.1 (81,323) (2) 216,510 17.0 
Stockholders’ equity .............. 492,526 39.8 181,708 (3) 674,234 _52.8 
Totalvcapitalization 4...) 4 eee $1,237,238 100.0 $ 39,2138 $1,276,451 100.0 


Description of Pro Forma Adjustments 


1. To record the use of a portion of the proceeds of the Subscription Offers and the Danville equity 
offering to retire debt. 


2. To record the change in minority interest due to the acquisition of Madison Shares in the Exchange 
Offer and the Danville Investments. 


3. To record the issuance of additional Inspiration Resources Common and Class A Shares pursuant to 
the Exchange Offer and Subscription Offers. 
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PRO FORMA FINANCIAL STATEMENTS OF INSPIRATION RESOURCES 


The following pro forma financial statements should be read in conjunction with the Notes to Pro Forma 
Financial Statements of Inspiration Resources and with the financial statements of Inspiration Resources and 
Madison, which appear elsewhere herein. 


The following unaudited pro forma consolidated condensed balance sheet is presented (i) on a historical 
basis, which reflects the Madison Acquisition and the acquisition by Madison of Vanderbilt Energy 
Corporation (“Vanderbilt”) (the “Vanderbilt Acquisition” ), which occurred prior to June 30, 1984, and (ii) 
on a pro forma basis to give effect to the Exchange Offer, the Subscription Offers, the Danville Investments 
and the Debt Repayment as if they had occurred on June 30, 1984. 

The unaudited pro forma consolidated condensed balance sheet reflects adjustments that are based upon 
the terms of transactions as set forth in the Notes to Pro Forma Financial Statements of Inspiration Resources. 
Changes in such terms, including the assumed market price for Inspiration Resources Common Shares, will 
affect these adjustments. 


INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES 
PRO FORMA CONSOLIDATED CONDENSED BALANCE SHEET 


June 30, 1984 
(Unaudited) 


Historical Pro Forma Adjustments Pro Forma 
Basis Debit Credit Basis 


(In thousands) 


ASSETS: 
Gash’ and! short-term investments. ..:.............00s2+00eesu- $ 174,121 $105,208(D) $ 86,172(E) $ 177,620 
4,463(C)  20,000(A) 
Accounts receivable.«netaecacesercrrcrs: «ae oe Sens betes 146,513 146,513 
PEAVY CTUOTIES fc tee eo os a5 ia ete eco a6 co Rn oho, woe 139,694 139,694 
@therne es. cea oo. ed reeieey baeahe: ones Saraaa tae ders ) 5,153 ere ae Me a ae eyes! 
otal currentyassets) 2.8.6 gc) ee eee sea ee 466,081 109,671 106,172 469,580 
MTAVESUIME TAS eee eee erase ene RS dae eee Ses Met aes 290,210 25,000(E) 315,210 
Property, plant and equipment, net ...................0:::--> 681,712 527(C) 692,426 
4,496(B) 
5,691(A) 
Otlnembassets secon Metis cccte tee ce ei coer ees IMM re a uiss eS ae ___ 48,779 R1R Tar: Me ne HeeA3sT79 
MotaleASsetssay. cette ese rare he Pee Pee NR Ay $1,481,782 $145,385 $106,172 $1,520,995 
LIABILITIES AND STOCKHOLDERS’ EQUITY: 
Gurrentsliabilities se seer perth Cee ye ee aN tices Sue $ 259,710 $ 6,600(E) $ $ 253,110 
PGMS CELI EDL. haha cee icine mene ernie ere Rm Loe atc ch ous 377,677 54,572(E) 823,105 
@therslia bilitiestey. eeses fp ee ee aes We eet ete tomes oe 12,682 12,682 
Deterreduincome taxes acces rea ete eee ge ey eh ee 41,354 41,354 
Minorityginterestirire there te ton pelt nl areer arty cia Sieh datas 297,833 90,809(A) 4,990(C) 216,510 
4,496(B) 
Motalebiabilitiess st. seer ro rreemrn he ik coat ot 989,256 151,981 9,486 846,761 
Stockholders’ Equity: 
CAI SLOCK a Serer a eatay sot x cern cs Wan fee Marre es coe et nck ee ee 71,245 20,271(D) 103,516 
12,000(A) 
Paidzintsurplus beteees 222: OP eae. Sec (AWRY AIRS coe ae ae 370,904 84,937(D) 520,341 
64,500(A) 
Citrency-translation adjustment ® =.=... .5-cerechoneys O25) 2 a» H8 (28,488 ) (28,488 ) 
Retainedvearnings civen cits cians reise ooh tie meine aera yn ea se seon 78,865 78,865 
MotallStockholders@E quity eee eee eerie 492,526 — 181,708 674,234 
Total Liabilities and Stockholders’ Equity .................... $1,481,782 $151,981 $191,194 $1,520,995 


Description of Pro Forma Adjustments 

(A) To record the acquisition of 4,000,000 shares of outstanding Madison Shares in exchange for 12,000,000 
Inspiration Resources Common Shares and $20 million in cash and resulting purchase accounting adjustments, including 
reduction in minority interest based upon Inspiration Resources’ carrying value of Madison and the resulting adjustment 
to property, plant and equipment, net. 

(B) To record the exchange by Inspiration Resources of 4,000,000 Madison Shares for 170,796 shares of Danville 
Common Stock and resulting purchase accounting adjustments. 

(C) To record the effect of the $40 million equity offering by Danville and resulting purchase accounting 
adjustments. 

(D) To record the issuance of approximately 20.3 million Inspiration Resources Common and Class A Shares under 
the Subscription Offers at $5.19 per share. 

(E) To record the use of a portion of the proceeds of the Subscription Offers and the Danville equity offering as (i) 
an additional investment in Prospect by Danville of $25 million; (ii) the retirement of $54.6 million of long-term debt by 
Inspiration Resources; and (iii) the retirement of $6.6 million of current debt by Danville. 


See accompanying Notes to Pro Forma Financial Statements of Inspiration Resources. 
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The following unaudited pro forma consolidated condensed income statement is presented (i) on a 
historical basis, which includes the results of Madison and Danville beginning April 3, 1984, the date of the 
Madison Acquisition; (ii) on a pro forma basis to give effect to the Madison Acquisition and the Vanderbilt 
Acquisition, as if those transactions had occurred on January 1, 1984 (“Pro Forma Basis — Prior Transac- 
tions’); and (iii) on a pro forma basis to give effect to the Prior Transactions and to the Exchange Offer, the 
Subscription Offers, the Danville Investments and the Debt Repayment as if they had occurred on January 1, 
1984 (“Pro Forma Basis — Current Transactions’ ). 


The unaudited pro forma consolidated condensed income statement is not necessarily indicative of the 
actual results that would have occurred had Inspiration Resources effected all of these transactions as of 
January 1, 1984, or of future operations of Inspiration Resources. 


INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES 
PRO FORMA CONSOLIDATED CONDENSED INCOME STATEMENTS 


Six Months Ended June 30, 1984 


(Unaudited) 
Pro Forma Pro Forma 
Adjustments — Prior Pro Fora Adjustments — Current Prat 9 care 
Historical ____ Transactions Basis — Prior ____Transactions Current 
Basis Debit Credit Transactions Debit Credit Transactions 
(In thousands, except per share amounts) 
INetsaleste ea ee ee $532,571 $ $2,037 (1) $534,608 $ $ $534,608 
871(4) 
2,280(3) 
Interest and other income 13,247 263 (2) 2,923 (1) 19,058 19,058 
Total revenue ........ 545,818 263 8,111 553,666 553,666 
Costrofisales’: <j pcertae yee. 451,336 561(1) 451,897 451,897 
Depreciation, depletion and 500(7) 

amortization: 52 snes 34,550 849(1) 35,899 445(D) 36,344 

General and administrative 
EXPENSE Bea. cites secre 43,034 2,779(1) 45,813 45,813 
Interest’ expense) eerie ne 25,028 814(1) 25,842 3,477(A) 22,365 

55(6) 

Minority interest.......... 1,074 2,719(5) 3,848 454(C) 1,547(B) 2,759 
Total costs and expenses 555,022 8,277 563,299 899 5,024 559,174 
Loss before taxes.......... (9,204) 8,540 8,111 (9,633) 899 5,024 (5,508) 
Provision for income taxes 5,558 2,286 7,844 7,844 
Neiloss tiki SMe RE... $( 14,762) $10,826 $8,111 $ (17,477) $ 899 $5,024 $ (13,352) 
Loss per common share $ (0.49) $ (0.58) $ (0.21) 

Weighted average num- 

ber of common shares 
outstanding ........ 30,249 30,249 62,520 


Description of Pro Forma Adjustments 
Prior Transactions 


(1) To record the historical results of Danville and Madison for the three months ended March 31, 
1984. 


(2) To eliminate from income the first quarter dividend paid by Adobe Oil & Gas Corporation 
(“Adobe’’), which is carried under the equity method by Madison. 


(3) To record the equity earnings of Adobe and to eliminate the equity earnings of Danville recorded 
by Madison for the three months ended March 31, 1984. 


(4) To adjust interest and other income of Danville to reflect the change in method of accounting for 
venture capital investments from market valuation to the cost/equity method of accounting, as appropriate. 


(5) To record the minority interest in Madison for the three months ended March 81, 1984. 
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(6) To record the minority interest in Danville for the three months ended March 31, 1984. 

(7) To record an increase in depreciation, depletion and amortization expense for the three months 
ended March 31, 1984 as a result of higher asset values due to purchase price allocation and related 
accounting adjustments. 

Current Transactions 


(A) To record the reduction in interest expense resulting from the repayment of debt by Inspiration 
Resources and Danville at an assumed average interest rate of 11%, which approximates actual interest costs 
incurred. 


(B) To reflect the reduction of minority interest in Madison resulting from the Exchange Offer. 
(C) To reflect the adjustment of minority interest in Danville resulting from the Danville Investments. 


(D) To record an increase in depreciation, depletion and amortization expense for the six months 
ended June 30, 1984 as a result of higher asset values due to purchase price allocation and related purchase 
accounting adjustments. 


See accompanying Notes to Pro Forma Financial Statements of Inspiration Resources. 


13 


‘P86 oun[ UI %OG MO[Eq 


0} drysiouMo UI UOTONper oy] jo yNsoi B se Axetpisqns poyeplfosuoo & UeYy Joy}eI 99}SeAul Aymbea ue se yodsolg yOofel 0} pojejsoy (11) 


SI6'SS 


(cot) $ 
(gg1‘68)$ 
(161‘S) 
(196‘¢8) 
SLE‘FZ6 
61F'9 
€90‘6F 
686‘08 
CE9'F8 
ZLESOL 


ITS'8E8 
GE0'FE 


OL¥'F08$ 


suolovsuely, 


queuing 
— siseg 
eUlIO 01g 


‘uotequasoid PRET ‘Og UN[ UWA W1LOJUOD 0} poHissejoo1 Useq savy syUNOUTe UleAC) (1) 


LEO'TS 


(6rr) $ 


1286 $ oss'‘T$ (660‘L6)$ 09s‘cT¢ L8S°03$ (7g8'T)$ 


| 


(1618) (1) P83'T — 


1286 088‘T (806‘86 ) real L8S‘0Z (7S8‘T) 
1286 088‘T 6I1F'SE6 666'S 9IL‘SI OS's 
(a) zeS‘e (OD) 066 9168 (2) CLF (9) 0906 _ 
(Vv) PL39 LES‘GS 028 
68608 LOLI 
(da) 068 CPL‘€8 tH} 9S9‘T 096 
G) 000% 
GLECOL = (1) Lee's 69'S 
1TS‘8E8 LLZ‘OT TL8‘L 9¢r'9 
G8O‘FS (Z) LLZOt (1) ¥OL's 6S 
(¢) 186 
(¥) OFZ F 
$ $ 9LPF08$ $ $ LOGS $ 


(syunowe aaevys 13d ydaoxa ‘spuesnoy} uy) 


ype ugeq  suolovsuriy, WpeD nqed Wiqrapue A 


IOLIg — siseg 


suOol}OeSUBI udiiIn suonoesuely ION 
Howsuesy, WIND og O14 yovsuerl 101g 


— syuousnipy — sjyusounsnipy 
BULIO.T O1g eULIOT O1g 


(paipneu n) 


29's «6 ¢S(PST‘OT)$ 


(080°9) (8¢Z) 
S0L‘8 (9266) 
$89‘S 1696 

— 1L0'S 
689'S 769° 

_ $69'S 
fs! POC e 
98e'FI (S§Z) 
986'FI (860‘T) 

— ¢ g¢98 ¢ 


uostpe (11) aypAue 


eyed [eloueuly [eouo}sipy 


ERGBI ‘TE 9qQuIedeq] pepuy w9x 


SLNAWALVLS AWOONI CASNAGNOO GALVGITOSNOD VWYOA Od 


L¥9'IZ 


(ses) $ 
(19928) $ 
698'T 
(0ZS‘F8) 
810006 
88s 
9F61S 
Gr8‘OL 
98F‘SL 
SOF TOL 
86F‘STS 
Z6L‘LI 


90L'LEL$ 


(1) ssoanosayy 


uoryesdsuy 


SHIMVIGISANS GNV NOLLVHOdYOO SHOUNOSAU NOLLVUIdSNI 


Bulpue}syno soreys UOUIUIOD 
jo Joquinu aZeIeae poyysioM 


oareys uouluioo 13d sso'y 


A cinore.c cao suonesodo Sut 
-nunuoo ul0ly (ssoj) euooUy 


soxe} 
auloout (10} uoIstIAoId) Jo yWousg 
REUSE aN Sdxe] d10JOq suoleiodo 

Zumunuoo wio0Jy (ssoj) ssuruseEy 


"+++ sgsuedxa pue sysoo [e}0], 


a isiiviteike ivt.e) siLeuemetielel ie so10qUI Ayuourp| 
viwveders ieee 0 6 o's = s asusdxa so19}U] 
ei) siveicel ie: s. a Welle ie; .e) 8 eps ay lerisin= agsugdxa 
aAeistulMmpe pues [erousd 
Bee, aA es amc oer uonezy 
-iowe pue uonefdep ‘uonetoeideq 


PA 6 EPR: clone rote sajes jo 4sor) 
ete mesen (ohcacoel anudaaal [e}0L, 


one QUIODUT I94jO pue jsoi1oquy] 


eiiehle te¥fo) fel bi em uuleitemei sy s)ie; ey =ieene sayes jo N 


‘SQOINOSIY uoneidsuy jo suojeiedo ainyny fo IO “OSBI YT Arenue{ fo S@ SUOTIOVSUBI}] BSIY} JO hg pe}effe SooINOSIY uorjeiidsuy pey petins900 
aAey plnom yeuy s}[Nsot [enjoe ayy fo 9AT eorIpul A[L1esso00u OU SI JUOUI9}e}S JUIOOUT Ppesuspuoo peyepljosuoo BvuUlIo} oid peywpneun eu 


‘( suonorsuely, uaTIND — siseg BULIOy 


O1g,,) S861 ‘T Arenuef ye porimoo0 pey suotjorsueA] eso} ft Se quoukedey iqeq ey} pue syUeUNseAuy aT[fAued ey} ‘sIaHO UoNdiosqnsg 


ayy ‘IaHO esueyoxy oy} 0} pue suotjovsuel], 1Olg 94) 0} poe QAIB 0} SIseq BUIOJ Od & UO 


(111) pue ‘(, suosjoesuery 1ol1g — siseg PULIOT 


o1g,,) E86T ‘I Arenuef{ Uo pe1mMo90 prey suOTOBSUBI] eSOL} FI SB ‘uorysiInboy yiqiepue A oy} pue ‘UoTIsIMboy UosIpeY| ey} 0} oH QAI 0} SISEG 
eulioy old & uO (IT) ‘sIseq [eoTIOYsTY B UO (1) payuesaid st yUeUIA}e}s BUIODU! PasUspUOS Pe}ep][OSUOS BULIOF oid poypneun SulMmoTfoy OY, 


14 


Description of Pro Forma Adjustments 


Prior Transactions 
(1) To record adjustments for the effects of the acquisition of Vanderbilt by Madison. 


(2) To record the equity earnings of Adobe, to adjust the equity earnings of Marline Oil Corporation 
(“Marline”) and to eliminate the equity earnings of Danville recorded by Madison. 


(3) To eliminate from income the dividend paid by Adobe which is carried under the equity method 
by Madison. 


(4) To adjust interest and other income of Danville to reflect the change in method of accounting for 
venture capital investments from market valuation to the cost/equity method of accounting, as appropriate. 


(5) To record an increase in depreciation, depletion and amortization expense as a result of higher asset 
values due to the allocation of purchase price and related accounting adjustments. 


(6) To record the minority interest in the earnings of Madison. 


(7) To record the minority interest in the earnings of Danville. 


Current Transactions 


(A) To record the reduction in interest expense resulting from the repayment of debt by Inspiration 
Resources and Danville at an assumed average interest rate of 10%, which approximates actual interest costs 
incurred. 


(B) To reflect the reduction of minority interest in Madison resulting from the Exchange Offer. 
(C) To reflect the adjustment of minority interest in Danville resulting from the Danville Investments. 


(D) To record an increase in depreciation, depletion and amortization expense as a result of higher 
asset values due to the allocation of purchase price and related purchase accounting adjustments. 


See accompanying Notes to Pro Forma Financial Statements of Inspiration Resources. 
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NOTES TO PRO FORMA FINANCIAL STATEMENTS OF INSPIRATION RESOURCES 
(Unaudited ) 


The accompanying pro forma information gives recognition to the transactions whereunder (a) 
Madison issued to Danville 11,482,487 Madison Shares, representing approximately 53% of all the Madison 
Shares outstanding after the issuance, in exchange for all of the shares of Trend Exploration (whose assets 
included a 27% interest in Adobe) and Trend International, approximately 36% of the outstanding common 
stock of Marline and approximately 6% of the outstanding common stock of Aberford Resources Ltd. 
(“‘Aberford”); (b) Danville issued to Inspiration Resources 397,185 shares of Danville Common Stock, 
representing approximately 73% (68% on a fully-diluted basis) of all the Danville Common Stock 
outstanding after the issuance, in exchange for all of the shares of Trend Exploration and Trend International 
and (c) the acquisition by Madison of Vanderbilt. (Items (a) through (c) are collectively referred to as the 
“Prior Transactions’. ) 


In addition, the accompanying pro forma information gives recognition to the proposed transactions 
whereunder (d) 12,000,000 newly-issued Inspiration Resources Common Shares at an assumed market value 
of $6.875 per share and $20 million cash are exchanged for 4,000,000 Madison Shares outstanding, 
representing approximately 18.4% of Madison Shares outstanding; (e) the exchange by Inspiration Resources 
of the 4,000,000 newly-acquired Madison Shares for 170,796 newly-issued shares of Danville Common Stock, 
representing approximately 24% of Danville Common Stock outstanding after such issuance; (f) the $40 
million Danville equity offering, which is to be subscribed 76.6% by Inspiration Resources, 12.3% by 
Madison and 11.1% by certain other minority holders of Danville, the proceeds of which will be used (i) in 
part as working capital and for other corporate purposes, including repayment or reduction of Danville’s 
current debt ($6.6 million at June 30, 1984 and subsequently increased) and (ii) to make an additional 
investment of $25 million in Prospect; (g) approximately 20,271,346 newly-issued Inspiration Resources 
Common and Class A Shares for $105.2 million are issued under the Subscription Offer (This assumes that all 
stockholders subscribe for the maximum number of shares available to them in the Subscription Offer; if, on 
the other hand, Minorco is the sole subscribing stockholder, although fewer shares would be issued, the 
underlying pro forma financial information in this Prospectus would not materially change.); (h) the 
utilization of the remaining proceeds of the Subscription Offer (up to $54.6 million) to repay long-term 
floating rate debt of Inspiration Resources outstanding under various revolving credit facilities. (Items (d) 
through (h) are collectively referred to as the “Current Transactions.) The shares issued in (d) and (g) 
above by Inspiration Resources constitute approximately 52% of the total Inspiration Resources Common, 
Class A and Trust Shares outstanding after such issuance. 


The accompanying pro forma financial information includes a pro forma balance sheet and income sheet 
at and for the six months ended June 30, 1984, and a pro forma income statement for the year ended 
December 31, 1983. The pro forma balance sheet begins with historical amounts and, therefore, includes the 
effects of the Prior Transactions, which were effected on or before April 3, 1984. The pro forma balance sheet 
adjustments give effect to the Current Transactions only and do so as if they had occurred on June 80, 1984. 
The pro forma income statements also begin with historical amounts; however, the pro forma adjustments are 
presented to give effect to the transactions as if they had occurred on January 1, 1984 or 1983, respectively. 
The June 30, 1984 historical amounts include the results of Madison and Danville since April 3, 1984, the date 
of the Madison Acquisition. 


Prior Trancactions 


The exchange of the assets between Inspiration Resources, Danville and Madison described in (a) and 
(b) above was based upon independent appraisals of the assets to be exchanged by the parties. The fair 
market value, as determined for assets to be received by Inspiration Resources, was at least equal to the 
carrying value of Inspiration Resources’ assets exchanged. Accordingly, assets acquired have been recorded at 
carrying value of assets disposed of. Under the circumstances, no gain or loss arose from the exchange. This 
accounting treatment is in accordance with APB Opinion No. 29. 


Trend Exploration’s 27% interest in Adobe was previously carried on the cost basis. As a result of the 
Madison Acquisition, Madison acquired this interest in Adobe and has recorded it under the equity method of 
accounting. The difference between the carrying value of the Adobe investment reflected in the pro forma 
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consolidated financial statements and the equity in underlying net assets of Adobe is being amortized based 
on the allocation of such difference to properties. 


The acquisition of Vanderbilt as a consolidated subsidiary of Madison has been accounted for under the 
purchase method and, accordingly, the purchase price has been allocated to assets acquired and liabilities 
assumed based upon their fair values at the date of acquisition. 


Prior to its acquisition by Madison, Vanderbilt accounted for its oil and gas operations on the successful 
efforts method of accounting. Because Madison uses the full cost method of accounting, the December 31, 
1983 pro forma consolidated condensed statement of income — Prior Transactions reflects a change from the 
successful efforts to full cost method of accounting for Vanderbilt to conform accounting policies. 


The December 31, 1983 Pro Forma Adjustments — Prior Transactions include a reduction of interest 
income earned by Madison in 1983 on the $26,174,001 of U. S. Treasury securities based on the assumption 
that these securities were used to acquire Vanderbilt as of the beginning of 1983. 


The pro forma income statements of Inspiration Resources give recognition to the Current Transactions 
and the Prior Transactions as though they had occurred at January 1, 1983 and 1984. Accordingly, the Pro 
Forma Basis — Prior Transactions income statements for the six months ended June 30, 1984 include 
adjustments to reflect the results of operations of Danville and Madison for the first quarter of 1984. 


After the Madison Acquisition, Madison’s previous 88.4% interest in Danville was reduced to 15.5%. 
This interest is recorded by Danville as treasury stock and is eliminated in the accompanying consolidated 
pro forma financial statements. 


Prior to Inspiration Resources’ acquisition of its interest in Danville, Danville accounted for its venture 
capital investments on a market value basis. An adjustment has been made in the pro forma income 
statements to reflect Inspiration Resources’ use of the cost or equity method of accounting for investments, as 
appropriate, in order that Danville conform with Inspiration Resources’ accounting policies. 


Current Transactions 


The exchange of 12,000,000 Inspiration Resources Common Shares and $20 million in cash for 4,000,000 
Madison Shares outstanding and the subsequent exchange of the newly-acquired shares for Danville Common 
Stock have been accounted for under the purchase method in accordance with APB No. 16. Accordingly, the 
- purchase price in each transaction has been allocated to the assets acquired and liabilities assumed based 
upon estimated fair values, which for the purposes of the pro forma financial statements are assumed to be 
equivalent to book value. The resulting excess of purchase price over the net assets acquired has been 
allocated to property, plant and equipment pending the final appraisal of fair values. Accordingly, the actual 
allocation of purchase price may vary substantially from the pro forma allocation. 


For purposes of preparing the pro forma income statement adjustments, the proceeds from the 
Subscription Offers are assumed to be available at January 1, 1984 and 1983, respectively, and a portion of 
the proceeds is assumed to be used to retire $54.6 million of long-term debt of Inspiration Resources on 
January 1 of the pertinent period. A reduction of interest expense has been reflected in the pro forma 
adjustments based upon an assumed average interest rate for the retired debt. 


The Danville $40,000,000 equity offering gives rise to a $4,463,000 increase in the consolidated cash 
balance representing the maximum cash proceeds which could be received from third parties. The 
$30,636,000, which is to be provided by Inspiration Resources, and $4,901,000, which is to be provided by 
Madison, in the Danville equity offering is already included in the consolidated balance sheet at June 30, 
1984 and, accordingly, no pro forma adjustments are required. 


The proceeds of the Danville equity offering are also assumed to be available at January 1, 1983 and 
1984. It is also assumed that the maximum amount, $4,463,000, to be subscribed by third parties will be 
received. A portion of the proceeds is assumed to be used to retire $6.6 million of Danville’s current debt. Of 
the remainder, $25 million will be used for the investment in Prospect and the balance will be retained as 
working capital. 
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SELECTED FINANCIAL INFORMATION OF INSPIRATION RESOURCES 


On November 8, 1984, Inspiration Resources reported a net loss of $19.6 million or $0.65 per share, on 
revenues of $218.6 million for the three months ended September 30, 1984, compared with:a net loss of $23.4 
million or $1.01 per share, on revenues of $198.4 million for the third quarter of 1983. For the first nine 
months of 1984, Inspiration Resources lost $34.3 million or $1.14 per share, on revenues of $764.4 million, 
compared to a net loss of $51.8 million or $2.71 per share, on revenues of $654.0 million in the first nine 
months of 1983. The agricultural chemicals sector returned to a small loss in the post-season third quarter, 
after having generated $18 million in operating income in the peak-of-season second quarter. Results for the 
agricultural chemicals sector were substantially better than those of the same quarter of 1983, which together 
with reduced losses in the coal and metals sectors, partially offset by increased interest expense, contributed to 
the improvement over the previous year. 


The following table sets forth selected consolidated financial information for Inspiration Resources 
through June 30, 1984, the latest available date for which complete results are available. The information 
below with respect to the Canadian operations has been restated based on generally accepted accounting 
principles in the United States. As described in INSPIRATION RESOURCES’ MANAGEMENT'S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS — Results of Operations — Six-Month 
Periods Ended June 30, 1984 and 1983 Compared, Inspiration Resources’ agricultural chemicals operations 
are quite seasonal. During the six months ended June 30, 1984, agricultural chemicals provided a significant 
positive contribution to earnings. Because sales and earnings from agricultural chemicals historically are 
significantly stronger in the first half of the year, the results for the first half of 1984 are not necessarily 
indicative of full year 1984 results. 


Selected Consolidated Financial Information 
Six Months Ended 
June 30 Year Ended December 31 
1984 1983 1983 1982 1981 1980 1979 
(Unaudited ) 
(In thousands, except per share amounts) 


Financial Position at End of Indi- 
cated Period 


Workingicapitalle eee $ 206,371 $ 149,128 $ 183,141 $ 63,455 $ 169,318 $189,473 $131,069 
Total tassetst ge cron ckgerte re ecricketiare 1,481,782 1,131,553 1,111,131 1,092,274 1,128,080 806,372 672,940 
Capital employed .............. 1,222,072 949,128 926,788 858,948 950,443 644,894 542,021 
ong-term Gebt saa yan 377,677 492,085 350,901 387,998 378,838 169,110 116,030 
Minontyrinterestar sere eer 297,833 5,669 5,794 6,439 21,220 41,110 34,756 
Stockholders’ equity ............ 492,526 395,427 518,011 402,762 437,453 351,753 320,455 
Operations 

Revenues (2A Pn ee eee $ 545,818  $ 455,578 $ 815,498 $ 811,511 $ 928545 $874,318 $670,726 
Gross'profite Fae Sree eee 25,697 3,548 (15,612) (19,840) 24,097 82,104 72,393 
Earnings (loss) before extraordi- 

ARV REINS. #. do ces<igdatgual (14,762) (28,370) (82,657) (72,842) (13,052) «52,199 ~—s 88,274 
Extraordinary items ............ — — _ 44,979 _ 1,450 8,149 
Net income (loss)...........+-- (14,762) (28,370) (82,657) (27,363) (13,052) 53,649 ~—=s- 86,428 
Earnings (loss) per share: 

Before extraordinary items .... (0.49) (1.74) (3.82) (4.45) (.80) 3.21 2.05 

After extraordinary items .... (0.49) (1.74) (3.82) (1.68) (.80) 3.30 2.24 

Capital Expenditures ............ 34,952 30,000 71,597 116,509 197,814 111,155 74,152 


* Prior period amounts have been reclassified to conform with the June 30, 1984 presentation, including 
a reclassification of selling expenses from “revenues” to “general and administrative expense” in the amounts 
of $18,265,000, $36,479,000, $35,383,000, $33,558,000, $30,168,000 and $25,168,000 for the six months ended 
June 30, 1983 and the years ended December 31, 1983, 1982, 1981, 1980 and 1979, respectively. Other 
reclassifications are not material. 
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The following table sets forth certain business segment and geographic information for the six months 


ended June 30, 1984 and 1983 and for the year ended December 31, 1983. 


Selected Business Segment Information 


Six Months Ended June 30, 1984 


Agricultural Venture 
Petroleum Chemicals Capital Metals Coal 


(In thousands) 


Corporate Combined 


Revenue 
Net Sales 
Winited!States Me tcc er tttoune ie set ee cn ociae ae $10,463 $259,468 $ — $ 93,615 $36,617 $— 
IN ONeSia Mee thee hehe oe oer ea ake eco 17,140 — — — _ — 
Wanada Ts Peseta eS AS Be eS __ 1,378 vette, — _118,895 — tan 
28,976 259,468 _ 207,510 36,617 _ 
imterestzandvother inCcOMe o..02 0-1. cee eens ree 5,040 __ 3,669 (689) 1 4,049 269 _309 
otaleReventles swscratel re ree aoe $34,016 $263,137 $ (689) $212,159 $36,886 $309 
Operating Profit (Loss) 
Whited Siittes hte. Chee eon Lh eee OT CLM te $ 1,238 $$ 12,563 $(2,109)  $ 1,204  $(1,887) $309 
TnidGnesia oie ER eV Nees Orie sh) Je voee s oP ECR ery see 9,648 — — — — — 
(CANAAN oe feet eee NOE Ree 752 age cae — __1,076 — eed 
$11,638 $ 12,563 $(2,109)  $ 2,280 $(1,887) $309 
Unallocated expenses, net ..................-2000: 
Interestyexpensey TIAL, cee iho ce ites Meth ae othe 
Provision torsincome\taxes se 0 ee tees a 
INGE: LLOSSD aa A PERO BY fon ain. AAT. Oe eye ehaPore os 
Selected Business Segment Information 
Six Months Ended June 30, 1983° 
Agricultural 
Petroleum Chemicals _ Metals Coal Corporate 
(In thousands) 
Revenues 
Net Sales 
WnitedtStatesmic rea tt ere ee eee eee ree ae $ 8,739 $182,947 $ 93,589 $15,853 $— 
} Rays oyesct ny Ree An Ok Oe Se On MBE s eI Oe | OY pe 20,144 — — —_— — 
Canada colonies GHb}J eS a eM Wo AB aides 5 Osis bs Galen 931 ea tit 122,145 a Bas 
29,814 182,947 215,684 15.853 — 
Interestsandothemincomeyeysbe 4a oe area eras Seton _ 2,389 __ 4,263 __ 3,834 457 _387 
MotaluURevenulGsa.«..cdsacies me cas chien pa ee hes he $32,203 $187,210 $219,518 $16,310 $337 
Operating Profit (Loss) 
United States ated, PDTC NY RTA Ot $ 659 $ (2,585)  $ (1,898) — $(4,669) $337 
Indonesias & ox2is. eee’. set ae betes ier nes ene 11,822 — —— — — 
(Canada gerran ie Pyne torte eae ied areata Semen Meas 443 _— (3,313) _ _ 
$12,924 $ (2,585)  $ (5,211) $(4,669) $337 
Unallocated expenses, mets". 94¢2 152 fae Pe 
TPETeStLOX DENSE dieses suse onstage tae korea eek teen ous oy 
Benefit of income taxes ..05....0 [0.000 ) eevee ceen ec ues 
Netioss (020 SS sh ee Se ee Bk Pee ess 
Year Ended December 31, 1983? 
Agricultural 
Petroleum _Chemicals_ Metals Coal Corporate 
(In thousands) 
Revenues 
Net Sales 
Wntited States x=: secicb rere x Meteo ee Pod bY tes Reet $18,005 $283,498 $171,671 $ 39,221 $ — 
Nd ONESTAT ee nee ee 40,116 — — — — 
Canada ACE oC OR ch OLE CEO g BORE O Or Og Lon y CIE OD ac CRCHORY 2,426 ei ea esas | _ 242,769 rat Ta >: 
60,547 283,498 414,440 39,221 —_— 
interest anarother income’ en ee ae te a ce ee __4,358 __7,442 ___ 4,802 __ 1,198 perates (3) 
otalmReventies tiene. cc oe eaten etc cers $64,905 $290,940 $419,242 $ 40,414 $ (3) 
Operating Profit (Loss) 
Linledoistese eee et te oe $ (114) $(10,867) $(18,953) $ (9164) $ (3) 
Indonesialareys2 ES ee «DER ee SRO on ke Ree REE 227122 — —- — “= 
Canadatn wad Fras ek Pook Atos Wecdte Mp SATS 1,701 _ (7,908 ) — — 
$24,309 $(10,867) $(26,861) $ (9,164) $ (3) 


Corporate and unallocated expenses .................--. 
Enterestiexpense ys cars hic1Aslevaks eet aicl hie o Sie. esos tie fansyarsy Votsians (orer® 
Benehitvof:income' taxesine. sonata nicincmrr corns. 


NetsIboss® Ge tics estos oer cet Sree So rete 


$400,163 
17,140 
115,268 


532,571 
13,247 


$545,818 


$ 11,3818 
9,648 
1,828 


22,794 
(6,970) 


(25,028) 
(5,558) 


$( 14,762) 


Combined 


$301,078 
20,144 
123,076 
444,298 
11,280 


$455,578 


$ (8,156) 
11,822 
(2,870) 


796 
(3,178) 


(29,002) 
3,014 


$ (28,370) 


Consolidated 


$512,395 
40,116 
245,195 


797,706 
17,792 


$815,498 


$(39,101) 
22,722 

(6,207) 

(22,586) 


(11,704) 
(50,230) 
1,863 


$(82,657) 


°Certain amounts have been reclassified to conform with the June 30, 1984 presentation, including 
reclassification of selling expenses from “Net Sales” in the Agricultural Chemicals segment of $18,265,000 
and $36,479,000 for the six months ended June 30, 1983 and the year ended December 31, 1983, respectively. 
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INSPIRATION RESOURCES’ MANAGEMENT?’S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


Liquidity and Capital Resources — June 30, 1984 and December 31, 1983 


Except for the loss incurred to date, there have been no significant changes in financial condition since 
year end. Operations have generated $28.1 million of cash to date. In addition, Inspiration Resources 
exchanged its investment in Trend for a direct controlling interest in Danville and an indirect, controlling 
interest in Madison. As a result of the Madison Acquisition, the cash and short-term investments at April 8, 
1984 (the effective date of the transaction) increased by approximately $95 million. Such amount will be 
used primarily to finance oil and gas operations. 


During the first quarter, Inspiration Resources replaced a subsidiary’s long-term credit facility with a 
new long-term facility at the parent company level. This resulted in Inspiration Resources increasing its long- 
term borrowings by approximately $111 million, most of which was used to repay in full the subsidiary’s 
outstanding borrowings totaling $107 million. In July 1984, Inspiration Resources executed loan agreements 
with a group of banks providing for $450 million in long-term credit lines to replace existing long-term 
borrowing arrangements totaling $350 million. As of July 31, 1984, Inspiration Resources had available 
approximately $53 million of unutilized short-term lines of credit and approximately $227 million of 
unutilized long-term credit facilities. 


Liquidity and Capital Resources — December 31, 1983 and December 31, 1982 


Depressed market conditions in most sectors in which Inspiration Resources operates adversely affected 
its earnings and cash flows in both 1983 and 1982. However, its balance sheet liquidity position was 
materially improved in 1983 by equity financing totaling $180.8 million. The current ratio improved from 
1.3:1 in 1982 to 1.7:1 in 1988 as a result of the short-term investment of approximately $50 million of equity 
proceeds by HBMS, which together with a decrease in short-term debt resulted in working capital increasing 
from $63.5 million at the end of 1982 to $133.1 million at the end of 1983. As a result of its unique capital 
structure, under which HBMS Special Shares are convertible into Inspiration Resources Common Shares, 
Inspiration Resources was able in 1983 to successfully tap the Canadian equity market. 


At the end of 1983 Inspiration Resources’ total debt was 43.9% of total capitalization (short- and long- 
term debt plus stockholders’ equity) versus 53.7% at the end of 1982, as a result of the equity issues. Total 
debt at the end of 1983 stood at $405.9 million, down $60.5 million from the 1982 level, due to the 
repayment of debt at Inspiration Coal and Trend Exploration and a reduction at HBMS, with some offsetting 
increase at the corporate level, following Inspiration Resources’ policy to consolidate debt at the parent 
company level. Inspiration Resources had unused commitments for long-term financing of $129.8 million at 
the end of 1983, plus additional short-term lines of $72.0 million. 


Despite the depressed operating results of the last three years, Inspiration Resources’ operations 
generated positive cash flows, before debt repayments and capital expenditures, in both 1981 and 1982, and a 
small negative cash flow of less than $2 million in 1983. In 1983 the full proceeds of the equity issues were 
applied against bank indebtedness primarily incurred to finance acquisitions and capital expenditures, and a 
portion was put into short-term investments. 

Capital expenditures in 1983 were 38.5% below the 1982 level, which had in turn been 41.1% below 
that spent in 1981, primarily reflecting reduced spending at the base metal operations, where most of the 
planned upgrading of metallurgical facilities has now been completed. Capital expenditures at all operations 
are being strictly limited to those essential to maintain production, with certain limited exceptions where 
capital is of a strategic nature. 


Results of Operations — Six-Month Periods Ended June 30, 1984 and 1983 Compared 


For the six months ended June 30, 1984, Inspiration Resources lost $14,762,000, or $0.49 per share, on 
revenues of $545,818,000 compared to a loss of $28,370,000, or $1.74 per share, on revenues of $455,578,000 
for the first six months of 1983. Increased sales volumes during the second quarter in the agricultural 
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chemicals business combined with higher zinc prices, increased production and cost containment measures in 
the metals segment were the primary factors for the improvement. Most of the improvement in the first six 
months of 1984 from 1983 earnings was attributable to the agricultural chemicals sector, which was able to 
respond to an unusually short spring fertilizer season. For the second quarter of 1984, Inspiration Resources 
recognized net income of $473,000, as compared with a net loss of $12,122,000 for the same period in 1983. 
Due to the seasonal nature of these earnings, it is expected that Terra’s favorable contribution to Inspiration 
Resources’ financial results in the third and fourth quarters will not be as significant as in the second quarter, 
and accordingly, at current metals prices, Inspiration Resources’ results for each of the third and fourth 
quarters of 1984 are expected to be comparable to those for the first quarter of 1984. For the first three 
months of 1984, Inspiration Resources realized a net loss of $15,235,000 compared with a net loss of 
$16,248,000 for the same period in 1983. 

As a result of record sales volumes of manufactured nitrogen solutions during the second quarter, Terra 
reported a 41% increase in revenues in the first six months of 1984. This, when combined with improved 
margins as a result of more efficient production, helped Terra to achieve operating income of $12.6 million 
this year compared to an operating loss of $2.6 million in the first six months of 1983. 

Petroleum operations, including Madison’s results for the second quarter of 1984, showed operating 
income of $11.6 million for the year to date compared with $12.9 million in the prior year. Trend’s 
Indonesian operations were the major cause for this decline, reflecting reduced liftings and sales prices offset 
slightly by lower production costs. Domestic operations improved slightly as lower production costs and 
higher crude oil production more than offset the impact of lower sales prices and natural gas production. 

For the first six months of 1984, venture capital operations had a loss of $2.1 million compared to none in 
the prior year, reflecting the acquisition of Danville effective April 3, 1984. 

Despite significantly lower sales prices, increased sales volumes and improved margins allowed the coal 
segment to cut its operating loss to $1.9 million in the first half of this year, 40% of the prior year loss of $4.7 
million. Reflecting increased demand for both steam and metallurgical coal, Inspiration Coal was able to sell 
1,142,000 tons in the six months ended June 30, 1984, up from only 434,000 tons in the first half of 1983. 

Significant improvement in the metals segment was evident in the first six months of 1984, as operating 
income rose to $2.3 million from an operating loss of $5.2 million in 1983. This was largely due to sharply 
higher zinc prices, which rose from an average London Metals Exchange (“LME’’) cash price of 31.8 cents 
per pound in 1983 to 44.9 cents per pound in 1984, continued cost control measures and improved 
productivity. In addition, a lump-sum payment in settlement of a tolling contract scheduled to expire in 
August 1984 was received by Inspiration Copper during the first quarter of 1984. Partially offsetting these 
positive factors were lower copper prices as the average New York Commodity Exchange (““Comex’’) price 
this year was only 64.6 cents per pound versus 76.2 cents per pound last year. 


Results of Operations — Years Ended December 31, 1983, 1982 and 1981 Compared 


Inspiration Resources incurred a consolidated net loss of $82.7 million in 1983 compared to a loss before 
extraordinary item in 1982 of $72.3 million, and a net loss of $13.1 million in 1981. 1982’s results were 
additionally favorably affected by an extraordinary gain of $45.0 million on the sale of a power plant in 
Canada, while 1981 results include a gain of $10.4 million incurred on the sale of a coal property. 

Depressed markets and selling prices in agricultural products, coal and petroleum products, coupled 
with higher interest costs and the write-down of certain assets, contributed to increased losses in 1983. These 
losses were partly offset, however, by cost reductions and improved efficiencies at the Canadian mining and 
metallurgical operations. 

Copper price performance was very disappointing throughout 1983. The Comex price, which had risen 
from less than 60 cents per pound in the fourth quarter of 1982 to 80 cents per pound in the second quarter of 
1983, fell back into the 60-cent range and on average was 72 cents in 1983, 66 cents in 1982 and 79 cents in 
1981. 

At HBMS, cost restraint programs commenced in 1982 continued into 1983, and although market 
conditions remained depressed, sales volumes and prices improved. Increased net sales, coupled with cost 
reductions, allowed HBMS to sharply reduce its loss in 1983 from that incurred before the extraordinary item 
in 1982, to a level comparable to the net loss incurred in 1981. 
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At Inspiration Minerals increased copper concentrate purchases at higher prices and high smelter 
standby and maintenance costs combined with a write-down of certain assets in the fourth quarter caused the 
1988 loss to exceed that incurred in 1982, which, as compared to 1981, had in turn been adversely affected by 
historically low selling prices, which more than offset significant cost improvements brought about by rigid 
cost controls and improved productivity resulting from a 34% reduction in work force. 


The petroleum operations of Trend International and Trend Exploration continued to make profitable 
contributions, but at a lower level than in 1982, which had in turn been lower than the 1981 level, reflecting 
normal declines in Indonesian production and prices as well as reduced domestic oil prices and curtailments 
in the U.S. gas market, partly ameliorated by increases in domestic production. 


Increased losses incurred by Terra in 1983 over 1982 levels were primarily due to sharply lower demand 
and hence selling prices for agricultural products, as a result of intemperate weather conditions and the 
Federal government’s land set-aside program whereunder more than 80 million acres were taken out of 
production. Terra was profitable in 1981. 


Sales volumes in 1983 for Inspiration Coal were below comparable 1982 amounts and on a level with 
1981 due to the depressed state of the coal business. This resulted in a continuing decline in coal prices, 
which was only partly offset by reduced unit production costs brought about by improved productivity. 


Revenues and income of the base metal operations are sensitive to changes in the selling price of copper 
and, to a lesser degree, of zinc, as production and sales volumes remain relatively constant over time. Selling 
prices are dictated by worldwide supply and demand relationships, with demand a function of economic 
activity in general, and more specifically activity in the building, automotive and appliance industries. It 
was, therefore, disappointing that due to worldwide oversupply and excess copper inventories, the real 
growth in the U.S. economy in 1988 did not affect copper prices more favorably, although zinc prices did 
improve. The petroleum sector has suffered in the past two years from poor economic conditions worldwide, 
which have depressed world petroleum prices. The agricultural sector is sensitive to farmers’ demands, 
which in turn are dictated by such uncontrollable factors as government policies and vagaries of the weather. 
In the coal sector, revenues and income are vulnerable to the effect of depressed market conditions, resulting 
from an excess of supply over demand, upon both volume and prices, with long-term sales contracts usually 
desirable. 


Consolidated net sales in 1983 were marginally in excess of those achieved in 1982, which had in turn 
fallen 10% below the 1981 level. Volumes sold in 1982 by HBMS decreased from 1981 levels as a result of a 
two-month shut down, resulting in a 17% revenue reduction. However, full production resumed in 1983 
restoring revenues to the 1981 level. At Inspiration Copper, sales revenues decreased 11% in 1982 mainly 
due to price weakness, while in 1983 increased sales volumes resulting from increased concentrate purchases 
in lieu of the toll treatment of concentrates accounted for an increase of 22% in sales revenues. At Trend, 
1983 sales revenues fell by 16% from levels achieved in 1982 and 1981 due to both volume and price 
reductions. Terra’s sales revenues in 1982 were reduced 14% by both volume and price decreases, a trend 
that continued into 1983 with a further 10% reduction. At Inspiration Coal, increased sales volumes in 1982 
yielded an improvement of 45% in sales revenues over 1981; however, in 1983 both volumes and prices 
declined to below the 1981 levels. 


Interest and other income was significantly lower in 1982 as compared with 1981 mainly as the result of 
the inclusion in 1981 of a $10.4 million gain on the sale of a coal property and hedging gains. In addition, 
joint venture profits in 1981 became losses in 1982. 1983 income was further reduced primarily because of 
lower interest income. 


Exploration expenses were decreased sharply in 1982 and again in 1983 due to a deliberate cut-back in 
exploration efforts in both Canada and the U.S., as part of the overall cost-saving program. 


Interest expense increased significantly in 1982 as compared with 1981 due to increased borrowings to 
finance acquisitions and capital expenditures. 


See FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited 
Supplemental Information — Impact of Inflation for information concerning the impact of inflation. 
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BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES 


General 


Inspiration Resources is at present engaged, through its subsidiaries, in four natural resource related 
businesses (petroleum, agricultural chemicals, metals and coal) and in venture capital activities. 


Inspiration Resources’ present business strategy anticipates a reduction in Inspiration Resources’ 
dependence on base metals and an improvement in its liquidity. Inspiration Resources is actively considering 
divestitures and acquisitions of various businesses and operations with the objective of changing its mix of 
assets. While no specific divestiture proposal is under consideration, divestiture of certain operations, if 
implemented, might require substantial writedowns of assets. Within the natural resource sector, Inspiration 
Resources’ primary emphasis for the future will be on petroleum and precious metals. Outside of the natural 
resource sector, Inspiration Resources will emphasize both the venture capital activities and the acquisition of 
new businesses with the potential to utilize Inspiration Resources’ net operating loss tax carryforwards which 
at December 31, 1983 were $230 million and $Cdn 48 million. 


Corporate History 


Inspiration Resources, a Maryland corporation, is the result of a reorganization, effective July 6, 1983, in 
which the joint interests of HBMS and Minorco in the Inspiration Resources group of companies and in 
Trend, were consolidated with HBMS’s other interests. In that reorganization, Inspiration Resources retained 
ownership of its companies and became the owner also of all the outstanding common stock of HBMS and 
Trend, while Minorco became the indirect owner of approximately a 60% equity interest and a 46% voting 
interest in Inspiration Resources and the former public shareholders of HBMS became the owners of 
approximately a 40% equity interest and a 54% voting interest in Inspiration Resources. 


In April 1984, Inspiration Resources consummated the Madison Acquisition in which it and Danville 
each transferred to Madison certain oil and gas interests (including Trend and Inspiration Resources’ interest 
in Adobe) in exchange for which 53 % of the common stock of Madison was transferred to Danville and 73 % 
(68% ona fully-diluted basis) of the Danville Common Stock was issued to Inspiration Resources (subject, in 
each case, to certain post-closing adjustments described under BUSINESS AND PROPERTIES OF INSPIRATION 
RESOURCES — Petroleum — General). 


Inspiration Resources’ petroleum business, which, prior to April 1984, was conducted principally 
through Trend, is carried on at present principally through Madison, which now owns Trend; the venture 
capital activities are carried on at present through Danville. Inspiration Resources’ agricultural chemicals 
business is carried on by Terra and its United States base metals and precious metals businesses are carried on 
by Inspiration Minerals. Through HBMS, Inspiration Resources conducts its base metals and precious metals. 
businesses in Canada. Inspiration Resources’ coal business, including production and marketing of 
metallurgical and steam coals, is carried on in the United States by Inspiration Coal. 


For information pertaining to the relative contributions of the business segments of Inspiration Resources 
to its 1983 revenues and assets see FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND 
SUBSIDIARIES — Business Segments. 


Petroleum 
General 


Inspiration Resources’ petroleum business was conducted prior to April 1984 principally through its 
formerly wholly-owned subsidiaries, Trend International and Trend Exploration. On April 8, 1984, 
Inspiration Resources, Madison and Danville consummated the Madison Acquisition. 


Madison, a company whose stock is traded on the New York Stock Exchange, is primarily engaged in the 
oil and gas business. Madison’s principal wholly-owned subsidiaries are Trend (since the consummation of 
the Madison Acquisition) and Vanderbilt and its principal investment interests are 16% of the Danville 
Common Stock, 25% of the common stock of Conquest, 34% of the common stock of Universal Resources 
Corporation (““Universal’’), and, since the Madison Acquisition, 36 % of the common stock of Marline, 6% of 
the common stock of Aberford, and, through Trend, 27% of the common stock of Adobe. Madison also has 
other subsidiaries and investments in the petroleum area. In the Madison Acquisition, Danville acquired 
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53% of the Madison Shares and Inspiration Resources acquired 73% (68% on a fully-diluted basis) of the 
Danville Common Stock. Should the Exchange Offer and the Danville Investments be consummated, these 
respective percentages will increase. 


Pursuant to the agreement under which the Madison Acquisition occurred, subsequent to the end of 
1984 independent petroleum engineers will be engaged to review certain of Trend Exploration’s domestic 
reserves representing approximately 42% of its total domestic reserves, according to Madison’s estimates, and 
to establish a value for the proven reserves contained in five specified fields as at December 31, 1984, subject 
to certain adjustments. Depending on the values established by the independent petroleum engineers, 
Danville may be required to issue additional shares to Inspiration Resources and Madison may be required to 
deliver additional shares to Danville, at the value per share attributed to shares of Danville Common Stock 
and Madison Shares in the Madison Acquisition ($565 and $24, respectively). The amount of the adjustment 
is to be based on the difference between the combined values established by the independent consultants and 
engineers for the reserves and certain acreage of Trend and the values attributed to those assets by Madison. 
The maximum adjustment possible pursuant to the formula is $26.4 million. In no case will Inspiration 
Resources or Danville be obligated to return shares or other consideration to Madison in respect of this 
adjustment. In the Madison Acquisition, Madison also acquired from Danville 36% of Marline’s common 
stock and 6% of Aberford’s common stock. Danville and Madison entered into an agreement pursuant to 
which Madison has the option for a period of five business days following April 3, 1987 to require Danville to 
purchase from Madison, at a price per share equal to the value attributed to such shares in the Madison 
Acquisition for a consideration in cash or, at Danville’s option, in Madison Shares, all of the securities of 
Marline or Aberford, or both, conveyed from Danville to Madison in connection with the Madison 
Acquisition, as adjusted for stock dividends, stock splits and the like. Danville and Inspiration Resources 
agreed that, so long as the agreement remains in effect, each will cause its directors, officers or affiliates who 
may then be serving on the Board of Directors of Madison to abstain from any vote taken by Madison’s 
directors as to whether to exercise Madison’s rights thereunder. Danville also agreed that during the option 
period it will retain a sufficient number of shares of Madison Shares to permit the exercise of the option for 
such shares. 


The material subsidiaries and equity investments of Madison represented the following respective 
approximate percentages of the consolidated revenues and equity in net loss of affiliates and the consolidated 
assets as of and for the six-month period ended June 30, 1984 (in each case on a pro forma basis): 

As of and for the Six-Month Period Ended June 30, 1984 


% of 
Name of Material Pro Forma Consolidated % of 
Subsidiary or Revenues and Equity in Pro Forma 

Equity Investment Net Loss of Affiliates Consolidated Assets 
Trend ..uerigareoneanden 71.5 26.2 
Adobe: cpina 2 eager: 3.8 21.3 
Matlinere0., 222s irene, Senne: (4.3) 8.0 
Conquest -2:35.)' at sci a a (0.2) O27 
Vanderbilt” 24 Mee eee ee 7.0 By a 
Danvilleemers.c. S82 (1.4) DAS 


Petroleum Properties and Pro Forma Oil and Gas Reserve Information 


Through its 100% ownership of Trend and Vanderbilt and through its participation in a joint venture 
and development program with Conquest, Madison owns various interests in producing oil and gas properties 
and undeveloped oil properties and undeveloped oil and gas leases. In addition, it has indirect interests in the 
reserves of Adobe, Conquest, Marline and Danville, which are accounted for under the equity method. 

The following statistical summaries set forth certain information regarding Madison’s consolidated direct 
and indirect interests in oil and gas reserves at the dates indicated on a pro forma basis giving effect to (i) 
direct and indirect interests acquired in the Madison Acquisition and in the Vanderbilt Acquisition and (ii) 
Madison’s reduced ownership level in Danville attributable to the Danville Investments. 
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Oil and Gas Reserves on a Pro Forma Basis 


Oil (Mbbls) Gas (MMcf) 
United United 
States Canada Indonesia Total States Canada Total 
Proved developed and undevel- 
oped reserves at December 
Sl TL OG Die Rene. 2 ok se 3,260 648 11,154 15,062 24,041 7,118 31,159 
Revisions of previous estimates (309 ) 29 (519) (799) 940 317 1,257 
Extensions and discoveries .... 875 —~ — 875 Te7i6 647 12,363 
Production ................ (498) (60) (1,860) (1,918) (2509) (203) (2,712) 
Sales of reserves in place...... — (501) = (501 ) _— 3,963) (3,963) 
Proved reserves at December 
Bi laid ES 76 CARIN di nae eae ea ade 3,328 QI 9,275 12,719 34,188 3,916 38,104 
Proved developed reserves at 
December 31, 1983 ........ 2737 116 9,275 12,128 29,623 2,986 32,609 
Madison’s proportional indirect 
interests in reserves of compa- 
nies accounted for under the 
equity method(1) ........ 7,786(2) (3) 128 — 7,914 —47,659(3) 14,144 61,808 


Proved reserves ‘are estimated quantities of crude oil, natural gas and natural gas liquids which 
geological and engineering data indicate with reasonable certainty to be recoverable in future years from 
known reservoirs under existing economic and operating conditions. Proved developed reserves are the 
quantities of oil and gas expected to be recovered through existing wells with existing equipment and 
operating methods. Madison considers such estimates to be reasonable; however, due to inherent uncertain- 
ties and the limited nature of reservoir data, estimates of underground reserves are imprecise and subject to 
change over time as additional information becomes available. 


(1) Includes Madison’s indirect interests in the reserves of Conquest (25% ), Marline (36% ), Danville 
(12.3% ) and Adobe (27% ). 


(2) Includes 2,408 equivalent Mbbls of natural gas liquids. 


(3) Includes Marline’s pro forma reserves including partnership buyouts effective April 2, 1984. 


Standardized Measure of Discounted Future 
Net Cash Flows from Proved Reserves on a Pro Forma Basis 


At December 31, 1983 United States Canada Indonesia Total 

Future cash inflows ............ $191,773,000 $10,977,000 $268,276,000 $47 1,026,000 
Future production costs ........ (50,721,000) (2,924,000 ) (192,942,000) (246,587,000) 
Future development costs........ (7,338,000) (550,000) (10,044,000 ) (17,932,000) 
Future income tax expenses ...... (35,864,000 ) (1,441,000) (34,260,000 ) (71,565,000) 
Net future cash flows............ 97,850,000 6,062,000 31,030,000 134,942,000 


Annual discount at 10% ........ (33,650,000 ) (2,368,000) (9,743,000 ) (45,761,000) 


Discounted future net cash flows 
from proved reserves.......... $ 64,200,000 $ 3,694,000 $ 21,287,000 $ 89,181,000 


Madison’s share of discounted 
future net cash flows in reserves 


of companies accounted for 
under the equity method(1) $ 88,757,000 $ 4,062,000 $ 92,819,000 


(1) Includes Madison’s indirect interests in the reserves of Conquest (25% ), Marline (36% ) and Adobe 
(27% ). Indirect interests related to Madison’s ownership of Danville (12.3% ) are omitted. Such amounts 
are immaterial. 
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(2) Includes Marline’s pro forma reserves including partnership buyouts effective April 2, 1984. 


The discounted future net cash flows from estimated production of proved oil and gas reserves after 
income taxes is presented in accordance with the provisions of Statement of Financial Accounting Standards 
(SFAS) No. 69. In computing this data, assumptions other than those mandated by SFAS No. 69 could 
produce substantially different results. Madison cautions against viewing this information as a forecast of 
future economic conditions or revenues. 


The future cash flows reflected above are based on estimated oil and gas prices and costs in effect at year 
end and assume continuation of existing economic conditions. Future income tax expenses are computed on 
estimated future net cash flows from oil and gas producing activities less permanent differences and tax 
credits expected to result from these operations. 


Significant sources of changes in discounted future net cash flows for the year ended December 31, 1983 
are summarized below. As no reserve valuations for Vanderbilt as of December 31, 1982 are available, the 
methodology to determine beginning of year discounted future net cash flows necessitated the assumption 
that revisions for the year ended December 31, 1983 were none. 


Changes in Standardized Measure of Discounted Future Net Cash Flows 
Relating to Proved Oil and Gas Reserves on a Pro Forma Basis 


Standardized measure of discounted future net cash flows at January 1, 1983 .......... $99,135,000 
Sales of oil and gas produced, net of production costs ........... 5.5.00. 0.00000 2 (45,063,000) 
Sales of oil’and ‘gas reserves in place... 7. .- 05. aes. 31 ge aoe ee (7,102,000) 
Net changes in prices and productioncosts 22. .h sade. usiec San ee (29,321,000) 
Extensions, discoveries, and improved recovery, less related costs ................+4-- 30,013,000 
Previously estimated development costs incurred during the period .................. 6,326,000 
Revisions of previous oil and gas reserve quantity estimates ......................---- (1,225,000) 
Accretion of discount’ <2... 6 5... 5 cece ec sea cco bac Rouen Ge ooo ne ee 15,888,000 
Net change in income taxes. «42 ~ ac)scc:% = «8 bdeow cae eden tee ae ea 16,819,000 
Other spores 6 oe the been ot xara ce: a agdesne ve encttelepadave tebese accoasuel Ree coy =) ane eae ee 8,711,000 
Standardized measure of discounted future net cash flows at December 31, 1983 ........ $89,181,000 


Madison owns various interests in producing oil and gas properties and undeveloped oil properties and 
undeveloped oil and gas leases through its participation in the Conquest joint exploration and development 
program. In addition, it has interests in the reserves of its investees. For further information concerning 
Madison’s oil and gas reserves and statistical summaries setting forth certain information regarding Madison’s 
oil and gas properties at December 31, 1983, see FINANCIAL STATEMENTS OF MADISON FUND, INC. AND 
SUBSIDIARIES — Supplemental Information to the Consolidated Financial Statements (Unaudited). 


Trend 


Trend is engaged in the exploration for and development of oil and natural gas in the United States, 
Indonesia, and elsewhere in the world. On September 1, 1983, Trend Exploration disposed of its Canadian 
oil and gas properties to HBMS; the information contained below includes amounts attributable to such 
properties prior to their sale. 


Since May 1982, Trend has owned a 27% equity interest in Adobe. Prior to the Madison Acquisition, 
Trend accounted for its 27% equity interest in Adobe on a cost basis as Trend did not exercise a significant 
influence over the affairs of Adobe. The information set forth below does not include any amounts or figures 
attributable to Trend’s interest in Adobe. Madison accounts for the 27% interest in Adobe on an equity basis. 
See BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Petroleum — Adobe. 
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The working interests of Trend in developed and undeveloped oil and gas acreage at June 30, 1984 are 
set forth below. See also FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIAR- 
1ES: Unaudited Supplemental Information — Petroleum Information. 


Undeveloped Acres (1) Developed Acres (2) 
Gross (3) Net (4) Gross (3) Net (4) 
United States: 
PN ADATILA Weteht tac or pees saree ke 106,677 8,880 — ~ 
PTA TASAS eRe Ae Ss RIAN 16,772 13,299 283 42 
Colorado assaeasha Mok les tases 265,335 92,799 13,027 1,088 
OUMISIANAAN BOG MA HAE vee 17,269 5,981 8,398 1,089 
Montatiatit: “dha aioree eat 42,915 22,625 2,058 312 
Nevadase, Poeun. tele pen: 327,405 201,681 5,759 205 
ING Wal exiCOyg. ot. cvanan curs <Pseet oa er: 63,259 19,178 12,045 5091 
Onidwea ese. Ce are. re 1,940 1,616 3,246 3,206 
PE CXASIAY HIP- 8) BAY NON e Ne Makin laee oe Ae 177,738 52,245 10,134 2,825 
tale rer ti as fe arses, Soh ty Panu | 64,186 60,966 ~— — 
WY OMEN Boe rt OO tee etn eee © 37,095 24,772 5,194 2,075 
Otheter: seas ge hic hes) ag, oe 82,891 16,390 6,429 2,088 
Total United States ........ 1,203,477 520,427 61,569 13,521 
International: 
Indonesia: 
Salawati (Irian Jaya) .......... 229,320 61,917 5,672 1,531 
Barito (Kalimantan) .......... 1,908,847 858,981 a ae 
Eevpbieee adi as] aoteoilds Jatieecs: PAW 973 222,395 ~— — 
Rataguay adi-le.seen Geel ke asdases 27,070,718 2,165,657 — — 
United Kingdom ................ 25,176 906 — — 
Total International ........ 30,346,034 3,309,856 5,672 1,531 


(1) “Undeveloped” acres refers to acres on which wells have not been drilled or completed to a point 
that would permit the production of commercial quantities of oil and gas, regardless of whether or not such 
acreage contains proved reserves. 


(2) “Developed” acres refers to acres treated as assigned to productive wells. 
(3) “Gross” acres refers to acres in which Trend holds a working interest. 


(4) “Net” acres refers to gross acres multiplied by the percentage working interest therein owned by 
Trend. 


Trend has an 8% carried interest in three exploration permits in Paraguay, covering approximately 
27,070,718 gross acres. The permits for 395,000 of these acres have been converted to exploitation permits, 
and two non-commercial wells have been drilled. Trend does not act as operator in respect of these permits. 
Trend also has a 20% working interest in approximately 1,111,973 gross acres in the Tiba region of the 
Western desert of Egypt on which one unsuccessful well has been drilled. Trend does not act as operator in 
respect of this contract. In August 1984, Trend signed an agreement with the Egyptian National Oil 
Company which, subject to final approval by the Egyptian Parliament, gives Trend a 80% working interest 
in approximately 33,000 acres in the Gulf of Suez. 


Trend is a participant in a joint venture that leases geothermal properties located in the states of Oregon, 
California and Washington from the United States government and certain individuals. The total acreage 
under lease is approximately 169,432 acres, and the net interest is approximately 50,372 acres. All 
geothermal acreage is undeveloped. 
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The demand for gas in the United States continues to be soft and Trend is presently producing at about 
65% of its capacity. All of its current oil production is readily marketable and no further market restriction is 
expected. 

Trend — Indonesian Production Sharing Contracts 


Trend is engaged in the production of crude oil in Indonesia through a joint venture (the “Salawati Joint 
Venture’) formed in 1970 to explore for and develop hydrocarbon reserves in the Salawati Basin area of 
Irian Jaya. Trend has a 27% interest in and acts as operator for the Salawati Joint Venture. The Salawati 
Joint Venture operates under a production sharing contract (the “Production Sharing Contract”) between 
Trend and P. N. Pertambangan Minjak Dan Gas Bumi Negara (“Pertamina’), the Indonesian state oil 
agency, having a term of 30 years. In 1974 and 1976, at the request of the Indonesian government, the joint 
venture undertook additional obligations related to the contract, resulting in terms less favorable to the 
Salawati Joint Venture. In 1978, the contract was amended to reflect those changes. In the future, further 
such modifications are possible. As of December 31, 1983, the contract covered an area of approximately 
235,000 acres. 


The Production Sharing Contract entitles the Salawati Joint Venture to recover all of its expenditures 
related to the operation (the “cost recovery amount’) by allocating to the joint venture a portion of the 
crude oil production (“cost oil”) sufficient, at the Indonesian government official crude oil price, to offset the 
cost recovery amount. The balance of the production after allocation of the cost oil is shared between 
Pertamina and the Salawati Joint Venture. 


Under the terms of the Production Sharing Contract, the balance of production after allocation of cost 
oil (such balance being known as “equity oil”) is divided among the parties, with 66% going to Pertamina 
and 34% to the Salawati Joint Venture. There is no royalty payable by the Salawati Joint Venture on its 
share of production. However, the Production Sharing Contract requires a varying portion of the equity oil, 
up to a maximum of 25% of the gross production, to be sold to the Indonesian domestic market for $0.20 per 
barrel (the “domestic market obligation”). For oi! discovered on or after January 1, 1977, the sale price of 
oil sold under the domestic market obligation is at the Indonesian government official crude oil price. 
Pertamina and the Salawati Joint Venture share the domestic market obligation in the same proportion as 
they share in equity oil. The domestic market obligation at December 31, 1983 was at the maximum level of 
25%. Trend is required to pay Indonesian income taxes at the rate of 56%. The cost recovery amount is 
deductible from the taxable income. 


Oil was initially discovered in the Production Sharing Contract areas in September 1972, and additional 
discoveries have been made since such date, resulting in the delineation of oil fields. While the Production 
Sharing Contract makes some provisions for sharing natural gas production, no commercially viable fields of 
natural gas have been discovered and Trend does not expect that any will be found in the contract area; 
however, two natural gas wells provide fuel for Trend's electrical generating facilities. 


Trend Energy Kalimantan Limited, a subsidiary of Trend, has a 45% interest in, and acts as operator 
for, a joint venture (the “Kalimantan Joint Venture”) formed to explore for and develop hydrocarbon 
reserves in the Barito area of Kalimantan, Indonesia. The Kalimantan Joint Venture entered into a 
production sharing contract with Pertamina on August 27, 1981, on substantially the same terms as the 
Production Sharing Contract of the Salawati Joint Venture. The Kalimantan Joint Venture completed over 
1,200 kilometers of seismic survey in 1982 and drilling commenced in 1983. In 1983, two wells were drilled, 
plugged and avandoned. The Kalimantan Joint Venture is conducting additional seismic work in 1984. 


Indonesia is a member of the Organization of Petroleum Exporting Countries (“OPEC”). Pertamina 
determines official prices of Indonesian oil and monitors oil-field production practices. Indonesian prices have 
generally followed OPEC pricing policies. Government oil pricing policies and income tax regulations have a 
significant impact on the profitability of Trend’s Indonesian operations. Prices received by Trend are not 
directly affected by the spot market changes because its production is sold under the Trend Indonesian 
Marketing Agreement described below. 


In March 1983, a new official benchmark price for oil of $29 per barrel was adopted by OPEC. 
Although no assurance can be given that the new benchmark price will be maintained, the cost recovery 
feature of the Production Sharing Contract provides Trend with some protection against the effect of lower 
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petroleum prices in Indonesia. Trend has not been advised that a “quota” has been or will be set for 
production from its Indonesian operations. Because production levels are declining naturally over the life of 
the Indonesian oil fields in which Trend has an interest, Trend also does not anticipate that the imposition of 
production quotas would have a significantly adverse impact upon it. 


Trend — Indonesian Marketing Agreement 


Trend, through a subsidiary, has entered into an agreement (the “Marketing Agreement’’), effective 
January 1, 1981, with C. Itoh International Petroleum Co. (Hong Kong), Ltd. (“‘Itoh’’) to sell to Itoh all the 
oil to which Trend is entitled under the Production Sharing Contract, after satisfying its portion of the 
domestic market obligation of the Salawati Joint Venture. The remaining partners in the Salawati Joint 
Venture have entered into parallel agreements in substantially the same form with Itoh. The entire 
entitlement of the Salawati Joint Venture under the Production Sharing Contract, after satisfaction of the 
domestic market obligation, averaged approximately 13,796 barrels per day for 1983. 


The Marketing Agreement had a primary term of three years and was extended by Trend for an 
additional two years. The Marketing Agreement will automatically be renewed at the end of the fifth year 
for successive one-year terms, unless terminated earlier by either Trend or Itoh. All payments under the 
Marketing Agreement are made in United States dollars outside Indonesia and, accordingly, are not subject to 
Indonesian foreign exchange regulations. Trend’s Indonesian oil production is shipped through the Kasim 
Marine Terminal which is adjacent to the producing fields. 


Trend - Other Information 


The following table sets forth the production of Trend by geographic area for each of the periods 
indicated. United States and Canadian production volumes are shown after deduction of lessor and Crown 
royalties. 

Six Months Ended 

June 30 Year Ended December 31 
1984 1983 1983 1982 1981 
abe nik (Thousands of barrels) ra rete 


Crude Oil and Natural 
Gas Liquids 
United States: 


Avkansasivec. aan sorienivel: fan SORA. 11.9 10.3 19.3 8.4 1.0 
Coloradot see. VY MGs CY, A404. 23.4 31.4 56.6 50.0 69.7 
LGOUISIAN Asana. et cess hua oni ces 30.1 11.0 25.0 13.6 16.1 
Montanas cule tenis a perans> t¥attene ope 6.1 As 11.6 20.2 10.3 
Nevada. Sienna te taaten., 29.2 10.4 28.0 22.5 26.1 
ING Wis MEXICO s5 si pg: Meeepoet dua satan & Lote 10.9 13.6 24.0 33.1 39.2 
NérthaDakotasd... seins eis 6.8 72 13.2 10.7 11.0 
ORIANOMA ee ee ee ees dias mo 9.2 16.2 30.0 
SUSE AP Rs ERA ORE 102.8 89.6 184.9 142.8 69.5 
Wyomingurd mayaciie: abe is sinner: - 17.4 20.3 52.9 45.3 Gaps 
INCI foracts ac oe otis Sake oie 2.0 Zo Seer O og ate Oo 
Total United States .......... 244.3 209.1 428.2 374.1 333.9 
Canara Sree ROC away aesetrinis, aes Peehsaiasit Aaporsinny Gee 660 
Indonesia: xo) tag peek. seh iid oe: A MS 1,359.6 1,463.0 1,420.9 
FotalGak, Siar Meite, OF . 864.2 963.0 1,836.8 1,9081 1,820.8 


Six Months Ended 
June 30 Year Ended December 31 


1984 1983 1983 1982 1981 
(Millions of cubic feet) 


Natural Gas 
United States: 


Colorado +2 Vee eee) eee 56.2 63.3 149.4 145.8 136.7 
LCOuisiana wo cteh cats pa iia 89.5 26.4 58.9 84.7 155.5 
New Mexico .............-2--2-+: 20.6 14.1 42.5 32.3 30.9 
NEW York ea eee 11.6 13.5 15.9 PETA 82.0 
Oklahoma jaiesc et oe ere 63.3 62.4 106.1 148.2 160.4 
LOKAS so an ee merger ce eee eae: 490.7 581.2 1,269.1 1,131.0 847.3 
Wyoming p22: 6eap ee eae 0.1 0.1 2.4 0.3 14.5 
Other's (16 | SOUT. IO EE ae 37.1 30.9 98.0 37.0 8.0 
Total United States .......... 769.1 791.9 1,742.8 1,607.0 1,385.8 
Canadas fn oe oe ee =i boy 66.3 oiOLel doith79.0rreres 100:0 
Total Stink i seks cer ete _ 769.1 — 858.2 1,833.4 1,786.0 1,584.3 


The following table sets forth the number of productive oil and gas wells in which Trend held a working 
interest as at June 30, 1984. 


Oil Wells (1) Gas Wells(1) 

Gross (2) Net (3) Gross (2) Net (3) 

United States: 
Colorado, -.dtned . eeethleicss Jato 10 5.80 4 Isl6 
New Mexicoil (ane, Se Ard i eae 29 1.85 19 2.82 
ONIOe Fy RN re ener ae ee — — 13 13.00 
Okanagan ees ciao eee ee 13 5.05 10 1.69 
TXAaS dyons:. tix flips ene I Pee ee. 28 16.29 21 7.78 
WW VOURITIGS cree aes aes Cees Phere ee 134 16.50 1 0.59 
Otherto se esol aaaeee eeee _56 16.52 ag _2.57 
TotaleUnited States. Ra Geisat. eer 270 62.01 79 29.56 
Indonesia Hel. be... oe Bere: oe ae 255 _ 68.85 Ea ess 
Totaltall properties;ws. eA\Hatand See 525 130.86 79 29.56 


(1) “Productive” wells refers to wells that are producing, or are capable of producing, oil or gas in 
commercial quantities. One or more completions in the same bore hole are counted as one well. None of 
these wells is a mixed completion. 


(2) “Gross” wells refers to the total number of wells in which Trend has a working interest. 


(3) “Net” wells refers to gross wells multiplied by the percentage working interest of Trend therein, 
and excludes wells in which Trend has only a royalty interest. 


The following table sets forth, for each of the periods indicated, the U.S. dollar contributions to 
consolidated gross production income generated by the principal products. 
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Six Months Ended 
June 30 Year Ended December 31 


1984 1983 1983 1982 1981 
(In thousands) 


Crude Oil and Natural 
Gas Liquids: 


United States .......... $ 6,286 $ 5,732 $11,677 $10,730 $10,838 
Indonesia .............. 17,140 20,144 40,116 51,659 49,784 
Canada cor re ce: — 789 1,202 1,564 22) 

pROtal cease arty ae! toe: $23,426 $26,665 $52,995 $63,953 $61,843 

Natural Gas: 

United*States: -2 0.2... $ 2,116 $ 3,007 $ 6,328 $ 4,498 $ 3,857 
Canadave ty ie rer — 142 234 406 507 

Ota etn er tee $ 2,116 $ 3,149 $ 6,562 $ 4,904 $ 4,364 


As shown in the above tables, substantially all of the oil and gas production operations are located in the - 
United States and Indonesia, with the production income from Indonesia accounting for approximately 69 % 
and 67% of consolidated gross production income in 1983 and the first six months of 1984, respectively. 


In the United States, Trend sells its crude oil to refineries under short-term contracts at the well head or 
at major pipeline terminals. Until February 1981, crude oil sale prices were controlled by regulations 
administered by the United States federal government. Natural gas production in the United States is usually 
sold pursuant to individually negotiated long-term contracts at the prices provided for in the contracts. 
Escalation of such prices is controlled by the United States Natural Gas Policy Act of 1978. Information 
concerning the average gross sales prices and the average production and operating cost per unit of crude oil 
and natural gas liquids and natural gas produced by Trend for 1983, 1982 and 1981 (together with such 
information relating to HBMS) is set forth under FINANCIAL STATEMENTS OF INSPIRATION RESOURCES 
CORPORATION AND SUBSIDIARIES: Unaudited Supplemental Information — Petroleum Information. 


Trend’s exploration and development programs were reduced in 1983 and 1982 from 1981 levels 
because lower crude prices and natural gas market curtailment, combined with the increased cost of debt 
service, adversely affected working capital from operations. The total land acquisition, exploration and 
development expenditures are projected for 1984 at approximately $45 million (of which approximately 
$10.7 million had been expended by June 30, 1984), as compared to approximately $25 million expended in 
1983. Information concerning capitalized costs and acquisition, exploration, development and production 
costs for Trend for 1983, 1982 and 1981 (together with such information relating to HBMS) is set forth under 
FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited Supple- 
mental Information — Petroleum Information. 


Trend’s primary exploration focus in the United States is the eastern part of Texas where, as part of a 
joint venture, it has assembled a substantial land position in prospects supported by seismic surveys. Trend 
also intends, in the near term, to actively evaluate its substantial landholdings in the states of Oklahoma, 
Louisiana, and Nevada and in the Rocky Mountain region. Trend’s exploration efforts will be directed 
primarily towards oil prospects with significant reserve potential and towards major gas/condensate prospects 
where market facilities and capacity are in place. Trend expects to continue being active in Indonesia and 
other international areas. 


The decrease in oil exploration activity has resulted in a reduction in the cost of goods and services 
employed in the oil industry. This has enabled and will permit Trend to evaluate more exploration projects 
which may reduce its overall exploration and development finding costs. Information concerning the 
expenditures made by Trend for 1983, 1982 and 1981 (together with such information relating to HBMS) is 
set forth under FINANCIAL STATEMENTS OF INSPIRATION RESOURCES CORPORATION AND SUBSIDIAR- 
IES: Unaudited Supplemental Information — Petroleum Information. 
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Reserve Information and information concerning the oil and gas wells drilled by Trend for 1983, 1982 
and 1981 (together with such information relating to HBMS) are set forth under FINANCIAL STATEMENTS OF 
INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited Supplemental Informa- 
tion — Petroleum Information. 


Vanderbilt 


On January 11, 1984, Vanderbilt, a Denver-based independent oil and gas company, became a wholly- 
owned subsidiary of Madison. Vanderbilt is engaged in the exploration for and development, production and 
sale of crude oil and natural gas in the United States and Canada. Early efforts emphasized participation in a 
large number of lower risk, shallow to medium depth gas wells (less than 7,000 feet in depth), in south Texas 
and West Virginia. More recent activity also includes exploration in the Austin Chalk formation in Texas, the 
Anadarko Basin in Oklahoma and the Williston Basin in North Dakota at depths ranging from 5,000 feet to 
13,500 feet. 


At December 31, 1983, Vanderbilt’s oil and gas producing properties were located in Colorado, 
Louisiana, North Dakota, Oklahoma, Texas, Utah, West Virginia, Wyoming and the Canadian Province of 
Alberta. Vanderbilt had operating, non-operating, working and revenue interests in 107 (14.5 net) oil and 
108 (34.98 net) gas wells on 28,126 (12,126 net) acres of producing leases. Undeveloped leases of 107,890 
(46,634 net) acres were held in Louisiana, North Dakota, Oklahoma, Texas, Wyoming, Idaho, Mississippi, 
Montana, Utah and Canada. 


Since Madison’s acquisition of Vanderbilt on January 11, 1984, five additional wells have been 
completed which will add to the reserve value of Vanderbilt. 


Conquest 


Madison currently holds 5.2 million shares, or approximately 25% of the total outstanding shares, of 
Conquest, a Houston-based oil and gas exploration, development and production company listed on the 
American Stock Exchange, which it acquired, along with certain Conquest warrants, in July 1983 for 
approximately $48.1 million. Madison has the right to purchase another 2 million shares through its warrants, 
subject to a maximum ownership of 30% of the shares outstanding at any time. The warrants can be 
exercised at $9.75 per share and expire in February 1987. 


In addition to its equity interest in Conquest, Madison has joined certain major insurance companies in 
participating with Conquest in its exploration and development program (the “Conquest Joint Venture’). 
Madison has spent $30 million and has committed to spend up to an additional $20 million for exploration 
over the four-year program period which began July 1, 1982, including an estimated $12 million to be spent 
by the end of 1984. 


Conquest explores for, develops and produces oil and gas. Exploration and development is concentrated 
in the onshore Gulf Coast, the basins of west Texas and eastern New Mexico, the U.S. Overthrust Belt, and 
certain Rocky Mountain Basins. Substantially all of Conquest’s production is located in the United States, 
with a minor amount located in Canada. 


Conquest’s controlled land position (including the interests of participants in the Conquest Joint 
Venture) in the United States was approximately 530,000 net undeveloped acres (323,000 acres net to 
Conquest ) as of December 31, 1983. Approximately 206,000 net lease acres and 89,000 net acres on unissued 
federal lease applications relate to the Big Medicine prospect in northwestern Montana and 76,000 net acres 
in the U.S. Overthrust Belt are included in the joint venture with Sohio Petroleum Company. The remaining 
159,000 net acres are divided among the Houston division which has 36,000 acres, including 6,000 in 
Louisiana, 20,000 in Texas and 10,000 in Ohio and Mississippi, the Midland division which has 23,000 net 
acres in west Texas, New Mexico, and Oklahoma, the Denver division which has 41,000 acres in Wyoming 
and 52,000 acres in Idaho, Montana, Utah, and Nevada and 7,000 acres in two prospects in California. 


Conquest’s most significant producing properties are the Davidson Ranch field in Crockett County, 
Texas; the Pineview field in Summit County, Utah; the Bayou St. Vincent field in Assumption Parish, 
Louisiana; and the Conquistador field in Lavaca County, Texas. 
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Twelve Conquest-initiated prospects were drilled in 1983. In June 1984, the prospect inventory 
included eight classified as in the final stages of evaluation or ready-to-drill and over 45 prospects in advanced 
stages of evaluation on which Conquest is actively pursuing land acquisitions. Seven of the eight Conquest- 
initiated prospects drilled in 1984 are part of the Conquest Joint Venture. During 1983 and the first six 
months of 1984, there has been a significant increase in exploratory drilling by Conquest and this increase in 
drilling is expected to continue throughout 1984 and into 1985. 


In February 1984, Conquest announced a gas condensate discovery in Lavaca County, Texas which has 
been designated the Conquistador Field. Through its participation in the Conquest Joint Venture, Madison 
has a 27% working interest (22% net revenue interest) in the well. A production facility was completed 
during July and the Long No. 2 well initiated gas sales on August 1, 1984. The well is being produced at the 
initial rate of six million cubic feet of gas per day and approximately 270 barrels of condensate per day at a 
flowing tubing pressure of 2,800 pounds per square inch. The well will be tested at varying rates until a 
stabilized and maximum efficient rate is determined. 


Drilling continued in the Conquistador Field in Lavaca County to test the extent of the Long Sand, the 
producing zone in the field discovery well, and evaluate other prospects identified on Conquest’s extensive 
seismic grid. Drilling to date has been primarily designed to protect the large acreage block assembled 
following the discovery well. The No. 1 Hoffer was drilled in a downdip position approximately 290 feet low 
to the discovery well on farmed-in acreage. The Long Sand was present with log analysis indicating a gas 
water contact in the top two feet of the sand. The well has been plugged and abandoned. Two other wells 
are currently testing Wilcox sands which are known producers in the Conquistador area. Preliminary 
indications are both will produce in commercial quantities. Integrating the well control and the seismic data 
indicates the probability that the Long Sand contains substantial reserves. A development well, located 
approximately 1,320 feet east of the No. 2 Long, has been drilled and is in the completion stage. 


In Terry County, Texas, the No. 1 Wagner has been drilled and completed in the Fusselman after drill 
stem testing oil from both the Pennsylvanian Lime and the Fusselman formations. A successful completion at 
this location will generate additional development drilling. The No. 2 Wagner, an offset well, is currently 
drilling. 
Conquest also reported in May 1984 a gas discovery that tested at approximately 5.0 million cubic feet 
per day in State Tract 563-L in off-shore Texas waters. A second offshore well, the State Tract 563-L #2, a 
multiple zone discovery in July 1984, tested a lower zone at a rate of 2,000 barrels of oil per day and 686 
thousand cubic feet of gas per day on a 26/64 inch choke. The flowing tubing pressure was 1,167 pounds per 
square inch with perforations from 7,282 to 7,291 feet. An upper zone tested at a rate of approximately 221 
barrels of oil per day and 370 thousand cubic feet of gas per day on a 10/64 inch choke with a flowing tubing 
pressure of 1,441 pounds per square inch with perforations from 6,985 to 6,990 feet. Log analysis and side 
wall cores indicate that the two zones tested have gas caps overlaying the oil reservoirs. Logs and cores also 
identified other productive sands in the well which will not be tested in the near term. The petrophysical 
data indicates that the productive zones total 26 net feet of oil sands and 49 net feet of gas sands. The tract 
adjoins State Tract 562-L where a gas discovery reported by Conquest in June 1984 tested 10 million cubic 
feet of gas per day and 30 barrels of condensate per day on a 40/64 inch choke with a flowing pressure of 
1,204 pounds per square inch. The well was perforated from 6,300 to 6,315 feet. Although the three 
discoveries are separate fields, common production facilities will be utilized. Conquest anticipates that 
commercial production from these fields will commence later in the year. Through its participation in the 
Conquest Joint Venture, Madison has a working interest before payout of 25.3%, 25.3% and 20.2% and a net 
revenue interest after payout of 12.8%, 12.8% and 14.4% in each of the wells, respectively. 


Conquest has also completed an offset well to the State Tract 563-L#1 and an offset well to the State 
Tract 563-L#2. Both are currently shut-in pending facilities installation and pipeline construction. Conquest 
also announced a discovery well, the J.D. Calhoun #1, in Lincoln Parish, Louisiana. The well tested at a rate 
of 4,220 m.c.f. of gas and 101 barrels of oil per day on a 20/64 inch choke with a flowing tubing pressure of 
1,873 pounds per square inch. Conquest has an approximate working interest of 25% and Madison has 16%. 


Conquest’s natural gas sales in the United States averaged 9.8 million cubic feet per day in 1983, a 10% 
increase over the previous year. The increase is a direct result of new production from the infill development 
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program at Conquest’s Davidson Ranch field. This field contributed approximately 20% of the total 1983 
sales, even though purchaser-initiated curtailment amounted to approximately 40% of deliverability. In the 
first six months of 1984, Conquest’s natural gas sales in the United States averaged 13 million cubic feet per 
day. 


The average price received by Conquest in 1983 for domestic natural gas was $4.07 per thousand cubic 
feet. In the first half of the year Conquest was receiving $5.444 per MMBtu as adjusted on six wells at 
Davidson Ranch which qualified for the Natural Gas Policy Act (“NGPA’’) Section 107 tight formation gas 
price. In accordance with contractual provisions, the purchase price for gas from these wells was reduced to 
$3.344 per MMBtu in May, and, effective August 1, 1983, all wells in the field were subject to this same 
contract price. The loss of incentive pricing on the six wells reduced total domestic average natural gas 
realizations to about $3.80 per thousand cubic feet in the second half of 1983. The average price received by 
Conquest in the first six months of 1984 for domestic natural gas was $3.63 per thousand cubic feet. 


Most of Conquest’s natural gas is sold under long-term contracts which are for varying periods of not less 
than three years’ duration and expiring through 1997. Approximately 74% of Conquest’s 1983 domestic gas 
revenues were from sales to three companies: Intratex Gas Company (‘Intratex’’) (52% ), a wholly-owned 
subsidiary of Houston Natural Gas Company; Natural Gas Pipeline Company (“Natural Gas Pipeline’ ) 
(12% ); and Dow Chemical Company (“Dow’’) (10% ). Under the terms of the principal contract, which 
expires in 1997, Intratex may take less gas than the wells are able to produce, subject to contractual 
minimums and ratable field extraction. The Davidson Ranch field wells are currently producing at a rate of 
35 to 40% of deliverability. Sales to Natural Gas Pipeline are made in the interstate market from wells in 
Oklahoma. Conquest is receiving the NGPA Section 102 price for production from all wells except one, for 
which it receives the decontrolled deep well gas price (approximately $10.39 per thousand cubic feet in 
December 1983). 


Conquest’s crude oil and liquids sales in the United States averaged 1,132 and 1,034 barrels per day for 
1983 and the first six months of 1984, respectively, a slight reduction from the previous year, reflecting the 
decline of mature fields and the impact of spring floods on the Pineview field in Utah, Conquest’s most 
significant oil producer. The average price received by Conquest for crude oil and liquids was $29.16 per 
barrel for 1983 and $28.56 per barrel for the first six months of 1984. 


Crude oil sales are made on a day-to-day basis and are not subject to long-term contractual 
arrangements. During 1983, approximately 59% of Conquest’s domestic revenues from the sales of crude oil 
and natural gas liquids were from sales to Amoco Production Company and 13% from sales to Scurlock Oil 
Company. 


The following table sets forth a summary of selected financial data excerpted from Conquest’s Annual 
Report on Form 10-K for the year ended December 31, 1983 and its Quarterly Reports on Form 10-Q for the 
quarters ended June 30, 1984 and 1983. 


Six Months Ended Year Ended 
June 30 December 31(1) 
1984 1983 1983 1982 
(Unaudited ) 
(In thousands) 
Operations: 
Reventiesy) wag 2). Soot 3. a ere $ 15,405 $15,120 $ 29,431 $28,238 
Incomerfrom operations) (5... ke. tara seve 2,436 4,469 7,868 8,793 
INGE INCOM Ciecttea ence Noriaki eee 1,590 1,158 Seal 2,963 
Financial Position at end of indicated period: 
TotaleAssete Psi 6 irene | al Gee, eet Te 119,147 96,543 103,584 89,245 
Long-term debt (net of current portion) .... 15,180 52.940 3,695 43,869 
Shareholders cequity. 2 4i.40.4:t guna asics 81,298 28,774 79,418 27,483 


(1) Conquest conducted no oil and gas operations during the year ended December 31, 1981. 
Expenditures by Conquest during 1981 related primarily to the exchange of its common stock for the assets 
and liabilities of twenty limited partnerships holding interests in proved oil and gas reserves and undeveloped 
acreage. 
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Adobe 


Madison, through Trend Exploration, its wholly-owned subsidiary, holds approximately 27% of the 
outstanding common stock of Adobe, a Delaware corporation headquartered in Midland, Texas. Adobe and 
its subsidiaries are engaged in the businesses of (i) oil, gas and mineral exploration, development and 
production, including ownership of an inventory of oil, gas and mineral leasehold interests, and perpetual 
mineral and royalty interests; (ii) majority ownership in two natural gas processing plants; (iii) 75% 
ownership of an 8,000 barrel-per-day oil refinery; (iv) the management of oil and gas properties for others; 
(v) production, processing and marketing of coal; (vi) small, exploratory efforts in Wyoming in search of 
uranium; and (vii) operation of intrastate gas pipeline systems. 


Adobe’s oil and gas operations are extensively devoted to the Rocky Mountain, Mid-Continent, 
Southwest, Gulf Coast and Appalachian regions. Adobe has leasehold, mineral, royalty and overriding 
royalty acreage interests in 29 states throughout these regions. The 8,000 barrel-per-day oil refinery, the two 
natural gas processing plants in which Adobe has a majority interest, and various gas transmission facilities 
are located in Texas. A third gas processing plant is located in New Mexico. Its coal mining operations are 
situated in Pennsylvania, as are additional gas transmission systems. 


The summary of selected financial information contained in the following table and the description of 
Adobe have been derived from Adobe’s Annual Reports on Form 10-K for the years ended December 31, 
1983 and 1982, its Annual Report to Shareholders for the year ended December 31, 1983 and its Quarterly 
Reports on Form 10-Q for the quarters ended June 30, 1984 and 1983. 


Six Months Ended Year Ended 
June 30 December 31 
1984 1983 1983 1982 1981 
(Unaudited ) 
(In thousands) 
Operations: 
Operating revenues............ $ 79,609 $ 83,146 $165,541 $203,259 $184,482 
Operating income ~..7. 2... .- a lees Fe 20,179 42,724 46,413 48,209 
Earnings before extraordinary 
Keehn, Gare ae coins 11,626 LISELG 23,770 24,629 24,407 
Extraordinary item). 4. 1442. — — — 15,666 — 
Netedmings. Ait) Oo. ele 11,626 11,116 23,770 40,295 24,407 
Financial position at end of indicated 
period: 
Totaltassets -. atyrasetost tsi nace 397,810 369,968 393,965 387,185 368,889 
Long-term debt (net of current 
BOLUOD)) beronent asl eases 72,827 79,034 79,485 89,483 114,739 
Stockholders’ equity .......... 212,844 192,297 203,366 182,689 146,143 
Marline 


In April 1984, as part of the Madison Acquisition, Madison received from Danville 36% of the 
outstanding common stock of Marline together with certain other assets, in exchange for Madison Shares. 
Marline, which maintains its principal executive offices in Houston, is a public company whose Series A 
common stock is traded in the over-the-counter NASDAQ system. 


Since 1977, Marline has engaged in the exploration for, and development of, oil and gas reserves in the 
United States and, until 1981, in Canada. It is also engaged in exploration for uranium and, until 1984, was 
engaged in the wholesale distribution of spa and swimming pool supplies and equipment. On November 2, 
1981, Marline transferred to Aberford all of its Canadian oil and gas properties and received in exchange cash 
and Aberford securities. Marline retains approximately a 3.5% holding of the common stock of Aberford. 


Prior to the acquisition of Quanah Petroleum, Inc. (““Quanah”) in October 1983, Marline’s United 
States oil and gas operations were conducted principally through privately organized limited partnerships 
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(the “Funds’’), three of which were managed by Marline, as general partner, and one of which was managed 
by a subsidiary of Marline and an indirect subsidiary of Danville as general partners. To a limited extent, 
Marline also engaged in oil and gas operations on its own account. On October 26, 1983, Marline acquired 
Quanah by merger of Quanah with and into Marline Petroleum Corporation, a Delaware corporation wholly 
owned by Marline. From its inception, Quanah engaged in the exploration for and development of oil and 
gas reserves, primarily in the southwestern United States. In addition, as part of a plan to consolidate its oil 
and gas operations, in 1984 Marline acquired the interests of all of the investors in the Funds for Marline 
securities, debt or a combination of the foregoing. 


Marline maintains an inventory of tubular goods and well equipment used in its operations. Wells 
drilled on certain prospects are operated by other companies with a working interest in such wells pursuant 
to joint venture arrangements. Quanah acted as operator for approximately 60% of the oil and gas wells in 
which it held an interest and subsequent to Marline’s acquisition of Quanah, Marline has acted as operator 
with respect to such wells. 


Drilling activities of Marline have been undertaken principally in the onshore Gulf Coast areas of Texas, 
Louisiana and Mississippi and in the Permian Basin area of west Texas and New Mexico. From December 
31, 1977 through December 31, 1983, Marline and its predecessors in interest participated in a total of 332 
wells of which 75 exploratory and 98 development wells were successfully completed. Of the 173 wells 
successfully completed, 157 wells are currently on production. 


Marline is also engaged in extensive uranium exploration primarily in the eastern United States. In 
connection with the partial termination of a joint venture agreement relating to Virginia uranium properties 
and other properties for uranium exploration, Marline has continuing financial obligations to pay minimum 
royalties aggregating $5 million until 1989. Marline’s former joint venture partner retains an overriding 
earned royalty interest in addition to minimum royalties. Future development of Marline’s uranium deposits 
is dependent upon the enactment of favorable legislation by the Virginia state legislature and the obtaining of 
necessary project or other financing. It is not anticipated that these uranium activities will produce revenue 
in the foreseeable future. As of June 30, 1984, Marline had capitalized costs of $40 million relating to the 
uranium project. Marline’s current financial resources are inadequate to develop the uranium deposits. The 
infusion of substantial additional capital or the formation of a joint venture for exploitation of the uranium 
project is necessary to develop the deposits. Marline has concluded an agreement relating to a possible joint 
venture with Union Carbide Corporation (“Union Carbide”), which, if the joint venture is implemented in 
accordance with its terms and Marline elects to retain a 50% working interest, will provide 70% of the 
financing for a mill and the development of a mine at the South Coles Hill deposit and certain other costs. 
The Union Carbide option, as extended, expires on May 31, 1985. In order to finance the remaining 30% of 
the overall financing cost, Marline would have to arrange project financing or make other financing 
arrangements. With regard to exploration activities to evaluate a portion of the remaining acreage, Marline 
has been negotiating for a number of months with a major United States utility with a view to concluding an 
exploration joint venture agreement covering a significant exploration program. No assurances can be given 
that Marline will be able to complete such financing or arrangements or to consummate such program. 


In August 1982, Marline acquired all of the outstanding common stock of Poolquip Holding Company 
(“Poolquip” ), which, through a wholly-owned subsidiary, is a wholesaler of spa and swimming pool supplies 
and equipment. Chemical sales represent approximately 20% of Poolquip’s total gross revenues while 
miscellaneous parts and supplies account for an additional 20%. The spa and swimming pool equipment and 
supplies industry is highly competitive. Poolquip, which is believed to be one of the largest independent — 
wholesalers of swimming pool equipment and supplies in the United States and a major factor in the south 
central United States region it serves, competes with approximately 25 to 30 other major independent 
wholesalers in such region. Poolquip’s business is highly seasonal, with a greater proportion of revenues 
generated in the first half of the year. In 1983 and in the first six months of 1984, Poolquip had revenues and 
net income of $29,777,000 and $685,000, and $22,691,000 and $1,140,000, respectively. 
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On October 31, 1984, Marline sold its Poolquip interest to a group of private investors for $11 million, of 
which $10 million in cash and $1 million was in the form of a long-term, subordinated note. Marline 
anticipates that it will report a gain of approximately $5 million on the disposition of its Poolquip interest. 
Marline’s management anticipates that additional funds will be required to fulfill oil, gas, minerals and other 
obligations and activities during 1985. Various financing alternatives are being considered, although no 
assurances can be given that such additional funding will become available. 


The following table sets forth a summary of selected financial data excerpted from Marline’s Annual 
Report on Form 10-K for the year ended December 31, 1983, its Quarterly Report on Form 10-Q for the 
quarter ended June 80, 1984 and other information supplied by the management of Marline. 


Six Months 
Ended June 30 Year Ended December 31 
1984 1983 1983 1982 1981 
(Unaudited) 
(In thousands) 
Operations: 
Revenuiest. .2esMe. 2 nbs ks as $28,026 $23,017 $ 41,337 $ 38,396 $55,496 
Income (loss) before income taxes (3,694 ) (1,179) (7,514) (9,914) 7,458 
Net ancome’ (loss) y.0..% 5.0: (3,694) (1;1-79;) (7,914) (10,827 ) 7,002 
Financial position at end of indicated 
period: 
PLOUAILASSELS tee er ie ie On eee 116,757 98,226 104,617 95,459 78,622 
Long-term debt (net of current 
POLLO) gees cee. MER EO 4 33,140 49,839 23,112 48,993 30,347 
Stockholders’ equity .......... Boos 20,399 38,313 21,579 31,025 
Aberford 


In the Madison Acquisition, Danville transferred to Madison approximately 6% of the outstanding stock 
of Aberford together with certain other assets in exchange for Madison Shares. Marline retains approximately 
3.5% of the outstanding stock of Aberford. 


Aberford is a diversified, Canadian-controlled, natural resource company, the common shares of which 
are listed on the Toronto and Montreal stock exchanges. The principal business of Aberford is the 
exploration, development and production of oil and natural gas in the conventional areas of western Canada, 
the Canadian East Coast offshore and to a lesser extent in other countries. Aberford has interests in 
undeveloped coal, uranium and base and precious metal prospects in various locations in Canada and the 
United States. In addition, Aberford held a net profits interest in certain producing and non-producing 
uranium properties in Saskatchewan. In April 1984 Aberford sold its net profits interest for a consideration of 
$Cdn38 million of preferred shares of the purchaser, a subsidiary of Eldorado Nuclear Limited, and a royalty 
on future production. 


The summary of selected financial information contained in the following table and the description of 
Aberford have been derived from Aberford’s Annual Report for the year ended December 31, 1983 and its 
Quarterly Reports for the quarters ended June 30, 1984 and 1983. 
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Six Months Ended Year Ended 


June 30 December 31 (1) 
1984 1983 1983 1982 
(Unaudited) 
(In thousands) 
Operations: 
Operating revenues .............. $Cdn. 60,760 $Cdn. 53,210 $Cdn. 108,476 $Cdn. 69,364 
Operating income! Ss). acta: Ae 31,531 26,806 50,921 35,040 
Income before extraordinary item 2,050 2,164 5,025 3,244 
Extraordinary item 2... 2.2.00... 104 — _ 1,213 
Net ‘incomiesie 20, SSE Se. 2,154 2,164 5,025 4,457 
Financial position at end of indicated 
period: 
otalassete. mae ee 404,048 364,742 378,312 364,629 
Long-term debt (net of current por- 
tion) 5... .2 os 2. SOR 145,158 179,990 140,134 186,779 
Stockholders’ equity ............ 130,509 80,857 127,218 79,893 


(1) Aberford, formerly an Alberta corporation, reincorporated as a Canadian corporation on April 28, 
1982. No results are reflected for predecessor companies for any period prior to that date. 


Universal 


On October 9, 1984, Madison together with Danville, Inspiration Resources and certain Madison 
affiliates entered into an agreement with Universal, a Texas-based oil and gas company listed on the 
American Stock Exchange. Pursuant to the agreement, Madison purchased 1.3 million shares of Universal 
common stock from Universal. This purchase, together with Madison’s prior holdings of 2,183,193 shares of 
Universal common stock (which were accumulated between June 28, 1984 and September 12, 1984; as of 
June 30, 1984, Madison held 18,000 shares of Universal) results in a holding of approximately 34.4% of the 
outstanding voting securities of Universal. The agreement permits Madison to designate an individual to 
serve on the Universal Board of Directors and to increase its stake to 37.5% of the outstanding voting 
securities of Universal. The agreement also contains certain restrictions on Madison’s activities until July 1, 
1987 including prohibitions against (i) the solicitation of proxies, (ii) conducting a tender offer for voting 
securities of Universal and (iii) attempting by any other effort to seek control of Universal. Madison has also 
agreed to restrictions on reselling its Universal shares in this period, including a right of first refusal running 
to Universal or its designee. From July 1, 1987 through December 31, 1989, Madison has agreed to refrain 
from making an offer for additional shares of Universal common stock unless it is pursuant to an offer to all 
shareholders which is approved by continuing directors or is found by an independent investment banker to 
be fair from a financial point of view. 


Madison now holds approximately 34% of the outstanding common stock of Universal, headquartered 
in Dallas, Texas. Universal is principally engaged in onshore oil and gas exploration, development, and 
production in the United States. These activities are conducted primarily in the Anadarko Basin of Western 
Oklahoma and the Texas Panhandle, the East Texas Basin, the Williston Basin in North Dakota, and the 
Powder River Basin of Wyoming. Universal through four wholly-owned subsidiaries also provides contract 
drilling services and other oilfield services and supplies primarily in Oklahoma. 


In fiscal 1983, Universal participated in the drilling of 63 wells, of which 35 were completed as 
producing wells. Universal’s average net working interest in these wells is approximately 27%, resulting in 
addition of 9.3 net producing wells to Universal. Of these wells, 18 were drilled in Oklahoma, 12 were drilled 
in Texas, six were drilled in North Dakota, two were drilled in Wyoming, seven were drilled in Illinois, eight 
were drilled in Nebraska, one was drilled in Utah, five were drilled in Indiana, three were drilled in New 
Mexico, and one was drilled in Colorado. Of the 63 wells drilled, 34 were exploratory wells which resulted in 
23 dry holes and 11 producing wells. The average depth of all wells drilled was 9,074 feet. 
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Universal acquires on a continuous basis oil and gas leases, makes geological evaluations, and supervises, 
by action as operator, the development and operation of properties and participates in operations conducted 
by other operators. During 1983, Universal conducted operations for its own account, individually or jointly 
with others in the industry, utilizing internally generated funds and available bank financing, and also made 
frequent use of farmouts to test a prospect or develop reserves at minimal cost to Universal. 


The summary of selected information contained in the following table and the description of Universal 
have been derived from Universal’s Annual Reports on Form 10-K for the years ended October 31, 1983 and 
1982, its Annual Report to Shareholders for the year ended October 31, 1983 and its Quarterly Reports on 
Form 10-Q for the quarters ended July 31, 1984 and 1983. 


Nine Months Ended 


July 31 Year Ended October 31 
1984 1983 1983 1982 1981 
(Unaudited) 
Operations: 

Operating revenues $39,041,790 $34,665,104 $48,351,500 $58,117,228 $63,706,512 
Operating income 

Cc ee tet 1,909,268 (3,671,692 ) (3,072,534 ) 7,689,419 21,001,192 
Net earnings (loss) 1,619,268 (1,982,692 ) (7,847,534 ) 6,609,419 13,601,192 


Financial position at end 
of indicated period: 


Total aSSetSprieyers wre 204,780,739 221,189,579 214,342,850 225,862,432 151,138,172 


Long-term debt 
(net of current 


POTHON) 2 a2 23 aan 79,469,634 90,144,402 89,723,918 95,087,120 8,673,346 
Stockholders’ equity 94,980,739 99,203,967 93,339,125 101,184,226 99,966,581 
Miscellaneous 


Risks of Oil and Gas Business. The oil and gas operations of Madison are subject to all the risks 
normally incident to drilling for and producing oil and gas, including blowouts and fires, which could result 
in damage to, or destruction of, oil and gas wells or production facilities and loss of life and property. 
Madison has not insured against all of these risks either because insurance is not available or because it has 
elected not to insure due to prohibitive premium costs. The occurrence of any uninsured event could result 
in substantial loss. 


Competition. The oil and‘gas industry is intensely competitive in all of its phases. Madison encounters 
strong competition from major oil companies, independent operators and other companies, many of which 
have greater financial and technical resources and are more experienced in the exploration for and 
production of oil and gas. 


Raw Material. The development of new reserves of oil and gas is essential to Madison’s business. 
However, the acquisition, exploration, development, production and sale of oil and gas are subject to many 
factors which are outside its control. These factors include worldwide and domestic economic conditions, oil 
import quotas, availability of drilling rigs, casing and other equipment and supplies, proximity to pipelines, 
the supply and price of other fuels, and governmental regulation of production, transportation and 
marketing. 


Government Regulation. Almost all jurisdictions in which Madison holds oil and gas properties have 
statutory and administrative provisions regulating the exploration for and production and sale of oil and gas. 
The regulations specify, among other things, the extent to which acreage may be acquired, permits necessary 
for drilling of wells, spacing of wells, measures required for preventing waste of oil and gas resources, rates of 
production, and measures required to prevent and control pollution and sales prices to be charged to 
purchasers. 
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All United States gas production is regulated by the Federal Energy Regulatory Commission 
(“FERC”), which has authority over the transportation and marketing of natural gas in interstate and 
foreign commerce and which establishes maximum prices at which natural gas may be sold in interstate and 
intrastate commerce. NGPA establishes a variety of maximum prices at which such gas may be sold, based 
upon multiple factors, including its category as onshore or offshore production; the commencement date of 
the surface drilling of the well in question; existing production; the depth at which production is established; 
the date of commitment of the underlying gas reserves to interstate commerce; and the rate of productivity. 


All ceiling prices established under the NGPA are subject to monthly adjustment based upon the gross 
national product implicit price deflator, as well as other factors. The staff of the FERC has calculated the 
ceiling price for new onshore natural gas and for certain natural gas produced from the outer continental 
shelf to be $3.705 per MMBtu during June 1984. Notwithstanding the maximum lawful price which the 
NGPA establishes, in no event may a producer receive a price in excess of that authorized by the producer’s 
gas sales agreement. Accordingly, there can be no assurance that the price authorized by the NGPA will in 
fact be the price received for natural gas production. Natural gas production from wells below 15,000 feet 
drilled after February 19, 1977 is not subject to NGPA current ceiling prices due to deregulation of this 
production in November 1979. This gas may be sold at whatever price the producer can obtain and in some 
geographic areas was selling for as high as $8.00 to $9.00 per MMBtu during 1981. Most purchasers reduced 
this price to approximately $5.00 per MMBtu during 1982 and since the fourth quarter of 1982 additional 
reductions to the NGPA Section 102 rate ($3.705 per MMBtu for June 1984) have become commonplace 
where contractual market-out clauses permit such adjustments. 


In 1980, FERC Order No. 98 revised, retroactive to December 1978, the criteria for determining the 
energy content of natural gas sold in accordance with the terms of the NGPA. This revision resulted in a 
higher price for natural gas production. In August 1983, a federal appeals court reversed FERC Order No. 
93. 


The NGPA contemplates the gradual deregulation, commencing January 1, 1985, of the price at which 
newly discovered natural gas may be sold, but it also contains provisions where maximum lawful price 
controls may be reimposed for an additional period not to exceed 18 months. Numerous Congressional and 
Presidential deregulation proposals, which are designed to protect consumer prices as well as return the 
industry to the competitive market place, have been initiated over the past several years. None of these 
proposals are sufficiently defined to enable the impact on Madison to be determined. 


Certain state regulatory agencies are empowered to exercise price controls on intrastate marketing and 
transportation of natural gas. In certain cases in Oklahoma and Kansas, the state regulated price for natural 
gas is below the maximum established by the NGPA. 


The Mineral Leasing Act of 1920, as amended, generally prohibits persons, associations or corporations 
from owning or controlling at any one time oil and gas leases (including options for or interests in such 
leases) on Federal lands in excess of 246,080 acres in any one state except for Alaska, where the limits are 
higher. 


No prediction can be made as to what additional legislation or regulations may be adopted, if any, which 
may affect the competitive status of Madison, or restrict the prices at which it may sell its oil and gas or the 
market demand for oil and gas. However, legislation lowering, directly or indirectly, permissible price levels 
for oil and gas sold may have a material adverse impact on its operations. 


Environmental Protection Regulation. Exploration for and development and production of oil and 
gas is subject to environmental protection regulations in all countries in which Madison and its subsidiaries 
are active. Madison does not believe that compliance with existing and proposed legislation will have a 
material adverse effect on operating and capital costs. 


Other Investments 


In 1983, Madison formed Madison Ventures Limited (“Madison Ventures’) to make venture capital 
investments. In August 1983 Madison Ventures acquired for $2 million a 70% interest, subject to an option 
to management which would reduce its interest to 50% , of Accutest Corporation, based in Chelmsford, Mass. 
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Accutest, with approximately 200 employees, engineers, manufactures and markets automatic test equipment 
in the form of logic testers, memory testers and process evaluation testers for semiconductor manufacturers 
and users throughout the world. No other venture capital investments have been made. 


Employees 


At June 30, 1984, Madison and its consolidated subsidiaries employed a total of 669 persons (including 
340 in Indonesia). Neither the employees of Madison nor of its consolidated subsidiaries are represented 
under any collective bargaining contract. 


Venture Capital 


Inspiration Resources conducts its venture capital business principally through Danville, of which it 
presently owns 73% (68% on a fully-diluted basis). Danville also holds the interest in Madison. If the 
Danville Investments are consummated, Inspiration Resources’ ownership will increase to 80% (76% ona 


fully-diluted basis). 


Danville owns an approximately 28% equity interest in Arcata Corporation (“Arcata’’), representing 
the largest single shareholding in Arcata. Danville acquired its interest in Arcata by participating in a 
leveraged buyout in 1982. Arcata is operated through two divisions, its Graphics Division and its Forest 
Products Division. The Graphics Division provides printing services to publishers of books and magazines, 
including such well-known national magazines as Reader’s Digest, People, TV Guide, U.S. News & World 
Report and Mechanix Illustrated. In addition, this division of Arcata is a major printer of hard and soft 
covered books, printing approximately 400 million paperback books each year. The Forest Products Division 
of Arcata owns approximately 77,500 acres of timberland in northern California. The principal products of 
this division are whitewood logs and redwood lumber which is used for high-quality exterior siding, interior 
paneling and a variety of construction and industrial uses. Inspiration Resources and Danville both account 
for their interest in Arcata on a cost basis. 


Danville has a 43% (33% on a fully-diluted basis or 830% if certain conditions occur) equity interest in 
Prospect. Prospect has recently received subscriptions aggregating $25.4 million for shares of its common 
stock and for certain convertible debentures. Danville intends to use $25 million of the proceeds of the 
Danville Investments to acquire additional equity securities of Prospect. If the Danville Investments are 
consummated, Danville’s additional investments in Prospect will increase its equity interest to 66% (56% on 
a fully-diluted basis or 52% if certain conditions occur). Prospect is a diversified venture capital company 
which also has interests in energy resource companies, including 3.7% of Marline, and limited partnership 
and direct working interests in a number of oil and gas properties. Prospect also owns approximately 29.9%, 
and has an option to purchase an additional 49%, of the equity of Wood River Capital Corporation (“Wood 
River’), a diversified venture capital fund which is one of the largest non-bank affiliated small business 
investment companies in the United States. 


Danville, together with Prospect, owns approximately 56% of the limited partnership interests in Sierra 
Ventures, a technology-oriented venture capital limited partnership. Sierra Ventures owns interests in 12 
companies. It has a 24.7% equity interest in Environmental Testing and Certification Corporation, a 
publicly traded company which provides various services for corporations that must monitor the chemical 
content of hazardous pollutants discharged into the environment. Together, Sierra Ventures and Wood River 
own approximately 28% of American Fiber Optics Corporation, a publicly traded manufacturer of high 
quality optical fiber, and 26% of Datacopy Corporation, a publicly traded manufacturer of products in the 
field of electronic imaging. Sierra Ventures also holds 11% of CGX Corporation, which manufactures and 
markets graphic display terminals used in computer-aided design and computer-aided manufacturing. 
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DANVILLE RESOURCES, INC. AND SUBSIDIARIES 


SELECTED FINANCIAL DATA 


Year Ended 
Six Months Ended December 31, 
June 30, 1983 
1984 (Reclassified ) 
(In thousands, except per share amounts) 
(Unaudited ) 
Operations: 
Revenue or ceth. Ake. fei ae ee SOG ee $ 19,533 $ 2,290 
Income (loss) from venture capital operations .............. (1,342) 2,150 
Equity in-netiloss, of affiliates (200 4 ee (2,057 ) (4,675 ) 
Net Loss) 0s.. OS 22 Day SEAS Garett Senne eo ence ete (4,898 ) (10,184) 
Net: loss: per’share: pjaiki.ven 12 ee ee ee (11.31) (48.12) 
Financial position at end of indicated period: 
Cash and short-term investments ..................00000005 101,749 616 
Oil and gas properties and equipment, using the full cost method 
of accounting. yes... 25: ats a eae ae lec ee ee 160,093 Sloe 
Other energy and energy related assets ...................- 216,499 48,026 
Other investments, at- cost or equity 27: ..< N24. eee 36,751 32,704 
Other investments using the market value method of accounting 
(cost $7,288. at, both; dates). 4 vxcmhet dasceer aa ae ee 8,482 “469,825 
‘Total assets: 1c 2 So ads cask ee eg ORE ee ees ee 539,073 103,012 
Long-term debt and redeemable preferred stock ............ 24,652 24,560 
Minority ‘interest ¢ 22.) 9s tih.tee 6. tL. Sl ektene |) ee, in eRe eae 245,911 = 
Stockholders “equity £.2) 232 TE AUGS et Sve Bee 234,511 65,054 


In April 1984 the operations and financial position of Danville were significantly changed as a result of 
the Madison Acquisition. Effective April 8, 1984, Madison became a consolidated subsidiary of Danville. 
When comparing the Selected Financial Data shown above, the existence of these transactions should be 
considered. 


Agricultural Chemicals 


Inspiration Resources’ agricultural chemicals business is carried on by Terra. Inspiration Resources 
acquired all the common stock of Terra held by the public in June 1981. Terra is to redeem outstanding non- 
voting preference shares held by the public over the next eight years. 


Terra’s operations at June 30, 1984 included over 100 farm service centers in 15 states; a manufacturing 
complex at Port Neal, Iowa; a 37.5 % interest (including a 12.5% interest acquired effective May 16, 1983) in 
Oklahoma Nitrogen Co. (“ONC’’), a partnership that operates an anhydrous ammonia plant in Oklahoma; 
and a 65% interest in Bison Nitrogen Products Co. (“Bison”), a partnership that produces nitrogen solutions 
and urea liquor from feedstocks provided by ONC. 


Terra markets a full line of agricultural chemicals (mixed fertilizers and crop protection chemicals), 
seed and other products to the agricultural community in the midwestern, southern and southwestern regions 
of the United States. Through its retail division, Terra markets equipment and services required for the 
application of its seed, crop protection and fertilizer products. Terra also manufactures ammonia and 
derivatives used in the production of inorganic fertilizers and animal-feed ingredients and purchases potash, 
phosphate and other agricultural chemicals from others for resale or the production of mixed fertilizers. 


Production 


Terra’s primary manufacturing facilities are located at Port Neal, Iowa. The Port Neal complex consists 
of five closely integrated plants for the production of ammonia, urea, nitric acid, ammonium nitrate and 
nitrogen fertilizer solutions. Ammonia, nitrogen fertilizer solutions and urea liquor are also produced at 
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Woodward, Oklahoma at the chemical production facilities of ONC and Bison. ONC produces anhydrous 
ammonia, a portion of which Bison upgrades into nitrogen fertilizer solutions and urea liquor. 


Chemical fertilizer products are produced in many forms with widely varied concentrations of the three 
primary plant nutrients — nitrogen, phosphate and potash. Many products combine two or all three of such 
nutrients in varying concentrations. The type of fertilizer used varies according to soil conditions and the 
nature of the crops being raised. Terra sells crop protection chemicals and nitrogen animal-feed ingredients, 
consisting of dry urea and urea liquor, which are used by feed manufacturers to produce mixed feeds. 


The fertilizer business is subject to periods of overcapacity. When profits and returns are good, the 
industry has had the tendency to overexpand, resulting in oversupply and downward pressure on prices and 
profits. While a significant percentage of the ammonia capacity in the United States was idle during 1982 and 
1983, recent start-ups have reduced the idle ammonia capacity. Until 1983, Terra’s Port Neal complex had 
never been shut down because, in times of low demand, Terra had been able to reduce purchases of nitrogen 
products from third parties. However, Terra shut down the Port Neal complex from June through August 
1983 for an extended maintenance program due to increased inventories resulting from the unusually 
depressed farm economy. 


The federal government’s payment-in-kind (“PIK’’) farm program in effect during 1983, pursuant to 
which farmers were paid with grain to reduce their planted acreage, combined with a severe drought in the 
Midwest, significantly reduced production of most major crops, thereby reducing surplus reserves. The 
government has repealed the PIK program for corn, grain sorghum, cotton and rice and has continued the 
PIK program only for wheat, but with substantially reduced payments. As a result, commodity prices 
strengthened and 1984 plantings of the major crops have increased considerably. With this increase in 
acreage, the demand and prices for Terra’s products have improved significantly over 1983. 


The agricultural chemicals business is by its nature seasonal, based upon the planting and harvest cycles. 
As a result, inventories must be built up in the first few months of the year to be available for seasonal sales. 
The resultant inventory build-ups require significant storage capacity. Inventory build-ups are financed by 
short-term borrowings, which are retired with the proceeds of the accounts receivable arising from the sales 
of such inventory. In times of reduced demand, Terra can reduce purchases, thereby helping to alleviate the 
financing costs of carrying inventories. 


The main raw material used by Terra in its manufacturing operations is natural gas, which is purchased 
from Iowa Public Service Company, a local natural gas distributor, under long-term contracts. Terra’s 
contract with Iowa Public Service Company for the purchase of natural gas expires in 1987. Under the terms 
of the contract, the present cost of natural gas delivered to Port Neal would be $3.86 per MMBtu. An 
agreement was entered into in August 1983 that allowed Terra to purchase “‘off-system” or “agency” gas 
(i.e., gas purchased from producers through agents, and shipped through the Northern Natural Gas system 
pipelines) through September 1984 at a delivered cost averaging $3.34 per MMBtu. Terra has entered into 
an 18-month contract, effective after August 1, 1984, for the purchase of agency gas at a delivered cost of 
$3.46 per MMBtu. Transportation for the agency gas is on a best efforts basis, but no significant curtailment of 
transportation is anticipated. The fertilizer industry, which is energy intensive, in the past has been severely 
affected by increased energy prices. 


Although the supply of natural gas is subject to curtailment on a priority basis if total availability in an 
area runs low, the fertilizer industry has been given special consideration by the FERC, which puts it in a 
curtailment category just below such high priority consumer users as households, hospitals and small business 
heating. Because of ample gas supplies in the United States, curtailments in recent years have been quite 
short at both Port Neal and ONC, and there was no curtailment in 1983. During periods of curtailment, 
Terra has the ability to substitute fuel oil for a portion of its gas requirements at both plants. 


Anhydrous ammonia is used as the principal raw material for the production of nitrogen-based chemical 
fertilizers and feed ingredients at both Port Neal and ONC, and any excess production is marketed by Terra 
in its manufactured form. There are various chemicals and catalysts used in the manufacturing processes that 
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are purchased from the basic manufacturers. Availability of these latter materials is considered adequate to 
meet production needs. 


The following table sets forth production for each of the periods indicated: 


Six Months 
Ended June 30 Year Ended December 31 
isa 1983S 983—=S=S=CNS]S:sWBLSSSC1980=SS«9TD 
(In tons) 
Port Neal: 

Anhydrous ammonia ........ 112,324 92,063 167,287 218,803 229,793 230,514 221,000 
Uinea COT: pec cence es 89,043 77,930 142,811 181,288 203,335 216,694 210,908 
Urea fertilizer — solid ...... 26,304 17,747 31,471 32,409 47,954 47,300 37,788 
Urea feed — solid .......... 8,122 12,494 24259 48,859 49,715 56,738 62,967 
Ammonium nitrate liquor .... 74,644 65,458 116,479 155,503 156,080 156,772 147,904 
Nitricacidi? ?, EV aaa 60,267 53,360 94,973 125,125 126,670 127,508 121,576 
Ammonium nitrate prills .... 74179 + 14:312 23,829 S1,051" "406s!" 44522 o 4920 


Nitrogen solution (as produced 
with nitrogen content of 


29 YOu Nets Cryo ens eames eee 156,916 136,483 249,834 316,472 295,127 306,101 306,899 
Woodward: (1) 
Bison (total nitrogen solutions) 146,215 141,780 258,069 222,816 273,331 286,865 233,638 


Oklahoma Nitrogen (total 
AMMONIA) Wen.cry hipaa |detas 218,253 203,998 378,083 363,293 452,862 477,041 403,034 


(1) Terra’s share is 63% of Bison’s nitrogen solution production. Terra’s share of ONC’s ammonia 
production prior to and including May 15, 1983 was 25%. Terra’s share increased to 37.5% on May 16, 
1983. Terra’s weighted share of ammonia production for 1983 was 32.4% of one year’s production. 


Marketing and Competitive Position 


Terra markets its products through its retail division, which is organized into nine regions that operate 
more than 100 farm service centers, and also sells to other distributors through its wholesale division. In 
addition to the sale of products, services provided at the farm service centers are marketed under Terra’s crop 
management program and include collection of soil samples for analysis, consultation as to crop nutrient 
requirements and the delivery and field spreading of the products sold. 


Terra’s wholesale division sells chemical fertilizers and nitrogen feed ingredients to retail distributors of 
fertilizers and to feed manufacturers, principally in 16 states in the Midwest and Southwest. In receiving and 
distributing materials to wholesale customers and retail outlets, Terra utilizes four major methods of 
transportation: barges, common carrier pipelines, railroad and tank cars, and common carrier trucks. During 
1983, Terra operated 24 terminal storage locations strategically located in key market areas to ensure efficient 
movement and seasonal availability of both dry products and fertilizer solutions. 


In 1983, within its overall trade area, Terra accounted for less than 10% of total agricultural chemical 
sales; however, within certain localized areas, Terra’s share of the market was substantially higher. Most of 
Terra’s competitors are cooperatives or divisions of larger companies. Some of these competitors have greater 
total resources than Terra and are less dependent on earnings from agricultural chemical products. 


Properties 


Terra maintains headquarters in Sioux City, lowa. Construction of a new head office complex in Sioux 
City was completed in 1983, financed largely with funds from Industrial Development Revenue Bonds, an 
Urban Development Grant and tie City of Sioux City. Terra’s manufacturing facilities are located on 
approximately 80 acres of a 1,922-acre tract that it owns at Port Neal, Iowa. 
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Most of Terra’s more than 100 farm service centers are owned by Terra. Buildings at the remaining 
locations are occupied pursuant to leases having varying durations up to 1995. Wholesale operations are 
conducted from Terra’s principal executive office and two regional offices. 


ONC and Bison own their respective production facilities. The ONC plant is subject to a mortgage 
whose principal amount outstanding at December 31, 1983 was approximately $44 million (of which 
approximately $15 million is guaranteed directly by Terra). In addition, Terra leases storage space for its 
liquid and dry fertilizers at 18 locations in eight midwestern and southwestern states with an average 
remaining lease life of 16 months from December 31, 1983. 


Capital Expenditures 


Terra’s capital expenditures for 1983 were $8.3 million of which $4.3 million related to a new office 
complex and Terra plans to spend approximately $10.6 million in 1984 (of which approximately $4.0 million 
had been expended by June 30, 1984) principally for equipment replacements, energy conservation and a 
dry flowable agricultural chemicals formulation plant. The capital expenditures for Terra during 1982, 1981, 
1980 and 1979 were $13.1 million, $6.4 million, $6.2 million and $3.0 million, respectively. 


Environmental Protection Regulation 


The Environmental Protection Agency has published guidelines for effluent limitations on the waste 
water discharged by urea plants. Terra has been issued a permit, which expires October 31, 1984, that 
specifies the allowable effluent quality for the Port Neal plant by the Iowa Department of Environmental 
Quality under the National Pollutant Discharge Elimination System (“NPDES’’). Inspiration Resources 
believes that Terra has been and continues to be in compliance with the NPDES permit. Terra has installed 
emission control systems at Port Neal to bring urea and ammonium nitrate particulate emissions into 
conformity with the requirements of the Clean Air Act. These systems have been tested and certified to meet 
the regulatory requirements. Bison is also subject to the provisions of the Clean Air Act, and its plant systems 
have been certified to meet the regulatory requirements. Water discharge is contained within the Bison plant 
and an appropriate permit has been obtained to operate evaporation ponds. At the ONC plant, effluent 
water is discharged into the North Canadian River under an NPDES permit which is due to expire March 22, 
1986. 


Employees 
Terra had approximately 890 employees at December 31, 1983, none of whom is covered by a collective 
_ bargaining agreement. 


Metals 


Inspiration Resources’ metals business consists of base metals and precious metals operations, which are 
conducted in the United States and Canada. 


Base Metals — United States 


Inspiration Resources’ base metals business is conducted in the United States primarily through 
Inspiration Minerals. Inspiration Minerals is a fully-integrated copper producer with operations 
predominantly located in Arizona. Its operations include several open pit mines, an extensive two-stage dump 
leaching operation, two copper concentrators, a smelter, a sulphuric acid plant, a solvent extraction plant, an 
electrowinning and electrorefining tankhouse and a continuous cast rod fabrication plant. Inspiration 
Minerals also smelts copper-bearing materials and, to a lesser extent, provides refining and rod fabrication 
services for other copper producers under toll contracts or by purchase of concentrates. Zinc concentrates are 
produced from ore mined from the Beaver Creek mine near Knoxville, Tennessee. 


Mineral Properties and Ore Reserves 


Inspiration Minerals’ copper properties include the Joe Bush/Thornton and the Live Oak/Red Hill open 
pit mines at Miami, Arizona (collectively referred to as the “Inspiration mines’), the Upper and Lower Ox 
Hide open pits, which are located three miles west of Miami, and the Christmas open pit and underground 
mines which are located approximately thirty-five miles south of Miami. Inspiration Minerals’ land is held as 
a mixture of freehold property, fee lands and patented and unpatented claims. 
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The following table sets forth an estimate prepared by Inspiration Minerals’ geologists of its proven and 
probable copper ore reserves at December 31, 1983: 


GRADE 
Ore 
(Thousands of _Copper_ 
tons) (%) 
Active mines: 
Inspiration mines: 
Proven reserves(1))) 5 .¢i0. see suee. ees 177,802 0.52 
Probable'reserves(2)\...242 87). .2 28 os sarees 11,893 0.52 
Inactive mines: (3) 
Christmas open pit mine: (4) 
Proven reserves (15) oe ee oe nee 7,067 0.63 
Christmas underground mine: (4) 
Proven:reserves(1)0° 2 ots ee eee 12,862 1.78 
Probable reserves(2)s.0 2s ree eee 7,269 1.94 
Ox Hide mine: (4) 
Proven, reserves(1)j.% <vt8*od Ge ee eee 28,573 0.30 


(1) Estimates of ore reserves are limited to proven tonnages with the exception of the Inspiration mines 
and the Christmas underground mine. Reserves are classed as “proven” where the computed tonnages and 
grades of material occur within the pit design and are drilled on a 200-foot grid. 


(2) Reserves are classed as “probable” where the computed tonnages and grades of material occur 
within the pit design and are drilled on a 200- to 400-foot grid. 


(3) At December 31, 1983, Inspiration Minerals estimated proven reserves of 79,362,000 tons of 0.36 % 
copper at the undeveloped Sanchez mine, near Safford, Arizona, which are not included in the table because 
the option under which the right to develop this property was held was terminated on April 30, 1984. 


(4) Operation of the Christmas underground mine has been suspended since 1966, and mining 
operations at the Ox Hide pit mines near Miami, Arizona have been suspended since 1977. The open pit 
operation at the Christmas mine has been shut down since 1982. 


Current reserves will last for slightly more than 12 years at current production levels. Inspiration 
Resources believes that additional reserves can be added through exploration and development expenditures. 


In July 1983, Inspiration Minerals purchased from Gulf + Western Industries Inc. (“Gulf + Western’ ) 
its Jefferson City, Idol and Beaver Creek zinc properties, located near Knoxville, Tennessee. These Tennessee 
zinc properties include 2,875 acres of fee land, 15,151 acres of mineral rights, three mine shafts with 
equipment and accessories, a 2,000 ton-per-day mill, a 1,000 ton-per-day mill, a 2,000 ton-per-day heavy 
media plant and mine equipment for a 2,000 ton-per-day underground operation. At the time of the 
acquisition of these zinc properties Gulf + Western estimated that the properties contained approximately 30 
million tons of mineral deposits averaging 2.8% zinc. Inspiration Resources has not made an independent 
estimate with respect to these properties. The Beaver Creek property commenced operation in January 
1984. At December 31, 1983, the ore reserves at the Beaver Creek mine were estimated by Gulf + Western 
to include 509,000 tons of proven reserves at 2.7% zinc and 1.6 million tons of probable reserves at 2.9% 
zinc. The Jefferson City mine is not operating at present; development of the Idol mine is under study and 
dewatering procedures have been commenced. 


In July 1984, Inspiration Minerals acquired the Bluebird property from Ranchers Exploration and 
Development Corporation. The Bluebird property, which is adjacent to Inspiration Minerals’ property at 
Miami, Arizona, is estimated to contain approximately 30-50 million tons of leach ore grading 0.4% total 
copper. Ownership of Bluebird is expected to reduce mine haulage distances and increase ore reserves. In 
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addition, because of the common boundary between the properties, approximately 40 million tons of 
currently unavailable Inspiration Minerals reserves will become accessible. Initially, Inspiration Minerals will 
use the Bluebird property to place leach material from its other mines. Inspiration Minerals has no plans at 
this time to use the Bluebird solvent extraction or electrowinning plants, which are shut down. 


Economic Feasibility of Mining Operations 


Generally, a metals (or coal) mining property is deemed to be economically feasible if the net present 
value of after-tax cash flows, at some “hurdle” discount rate reflecting the firm’s cost of capital, is positive. 
Such present values take into account the entire expected life of the ore reserve, and are based upon 
management’s best estimates of many factors, including, but not limited to, ore reserve grades and 
mineralogy, recovery factors, mining and metallurgical processing costs, capital expenditures, selling prices 
and by-product credits. Costs include direct and indirect costs, materials and supplies, and overhead. 


The aggregate carrying value on the books of Inspiration Minerals of currently idle properties is not 
material. Management estimates that, given the present status of other pertinent variables, copper prices 
would need to exceed current levels by 75% to 100% in order to bring these properties into production. The 
aggregate carrying value of Inspiration Minerals’ currently operating base metals mining properties, 
including related plant and equipment, at June 30, 1984 was approximately $135 million, of which $126 
million is represented by the Inspiration mines. 


Faced with continued depressed market prices, Inspiration Minerals undertook a concerted effort to 
reduce costs (including capital expenditures). As a result, it has reduced its production unit costs by 
approximately 830% from January 1981 to June 1984. These actions have increased plant efficiencies and 
reliability, reduced personnel, implemented major process improvements, and increased metal recovery and 
the volume of copper mined. Inspiration Minerals believes that its competitive position with respect to other 
United States copper producers has been enhanced by such cost reduction. Inspiration Minerals’ competitive 
position remains, however, subject to the availability of adequate supplies of concentrates. The extended 
period over which copper has been at historically very low real prices has set the stage for possible future 
price increases, assuming that demand from key user sectors increases and is not satisfied by imported copper. 
Key sectors include consumer durables, automobiles and housing. Based on 1983 production levels, a one 
cent per pound change in the average annual copper price would have had an impact upon Inspiration 
Minerals’ cash flow of $1.4 million. In order to assess the economic feasibility of continuing in production, 
production costs on a unit-of-production basis are scrutinized. With respect to Inspiration Minerals’ ongoing 
operations, total unit production costs of copper produced are currently in the range of 70 to 80 cents per 
pound, excluding financing charges. Inspiration Minerals believes that it is currently among the lower cost 
domestic copper producers. 


Production 


The following table sets forth combined production of copper ore from the Inspiration mines and the 
Christmas mine for the periods indicated: 


Six Months 
Ended June 30 Year Ended December 31 
1984(1) 1983(1)  1983(1) 1982(1) 1981 +1980 -—=—1979 
Ore mined (thousands of tons)...... 7,579 7,879 14,724 15455 Deioome LiLo. 7-025 
Waste removed (thousands of tons) 13,080 11,780 23,718 DIST Z 23,929 16,073 22,271 
Copper grade (%) of ore mined .... 0.5381 0.535 0.525 0.534 0.503) 40.562) 10.781 


(1) Operation of the Christmas underground mine has been suspended since 1966, and mining 
operations at the Ox Hide open pit mines near Miami, Arizona have been suspended since 1977. The open 
pit operation at the Christmas mine has been shut down since 1982. 
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The Beaver Creek mine in Tennessee, which Inspiration Minerals began to operate in January 1984, 
produced 11,576,000 pounds of zinc in the first six months of 1984 from 213,000 tons of ore averaging 2.6% 
zinc. Waste removed was 26,000 tons. 


Inspiration Minerals has fully-integrated facilities located on the Inspiration mines property for the 
treatment of both copper oxide and copper sulphide ores. As a result of a mining plan developed to optimize 
the recovery of copper from both of these types of ore, Inspiration Minerals is currently focusing its mining 
activities in the Joe Bush/Thornton open pit mines. The mining plan anticipates a return late in 1984 to the 
nearby Live Oak/Bluebird area. Activity in the Live Oak/Red Hill area was suspended in 1982. 


All oxide ore processed by Inspiration Minerals comes from its own mines and is treated by a 
combination of leaching and electrowinning. Most of the sulphide ore from Inspiration Minerals’ mines is 
treated by conventional concentration, smelting and electrorefining methods. Lower grade oxide ore is 
treated by building large “dumps” of ore and by trickling a dilute sulphuric acid solution through the dumps, 
thereby dissolving the copper. In 1980, Inspiration Minerals implemented a patented “ferric cure’ leaching 
process for higher grade oxide ore and certain sulphide ores that involves leaching these ores with a higher 
strength acid solution. The resulting solution from this process has a substantially higher copper content than 
that obtained from conventional dump leaching. Although the recovery rate is lower, the overall cost per 
pound of copper produced by the leaching methods is generally significantly less than for sulphide ores using 
conventional milling, smelting and electrorefining methods. The combined capacity of electrorefined and 
electrowon cathodes at the tankhouse is 165,000,000 lbs. of copper annually. 


Historically, Inspiration Minerals has smelted concentrates for others in addition to smelting its own 
concentrates. Pursuant to a toll smelting contract with Cities Service Company (“Cities”) that covered all 
the copper concentrates produced at the Pinto Valley Mill owned by Cities, the Pinto Valley property 
provided about 63% of Inspiration Minerals’ smelter feed in 1981 and 1982. The contract required Pinto 
Valley to cover a share of the fixed costs of operating the smelter. The Pinto Valley operations were shut 
down from June 1982 to May 1984, however, and it has been necessary for Inspiration Minerals to 
supplement its production with feed from its own stockpile and concentrates from third parties. The Pinto 
Valley contract, scheduled to expire in August 1984, was terminated in January 1984. In connection with 
termination, Inspiration Minerals received a negotiated payment from Pinto Valley of $6.4 million, 
approximating the payments that would have been made by Pinto Valley to Inspiration Minerals through 
August 1984. In 1983, Inspiration Minerals signed a five-year agreement for the purchase of concentrates and 
has recently signed a two-year tolling agreement, both at competitive market terms less favorable than those 
of the Pinto Valley contract. 

Inspiration Minerals is currently operating its smelter at reduced capacity, using two of its five 
converters. To achieve optimum smelter operation, Inspiration Minerals is exploring other options, such as 
long-term tolling agreements (which would be at competitive market terms) or joint venture arrangements 
with other parties. 

The copper from the electrorefining process, which produces refined copper, is either sold or fabricated 
into continuous cast coiled rod in the Inspiration Minerals rod plant. 

Sulphur dioxide gas is produced as a by-product from smelting the copper concentrates and is used to 
produce sulphuric acid. Currently, the sulphuric acid produced is used by Inspiration Minerals in its leaching 
process and the excess, if any, is sold on the open market. 


The following table sets forth Inspiration Minerals’ copper production for the periods indicated: 
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Six Months Ended 
June 30 Year Ended December 31 


1984 1983 1983 (2) 1982 (2) 1981 1980 1979 
(In thousands) 


Concentrator/Leaching Operations 
Copper produced: 


Inspiration mill ae (cle) evar ee: S915 Ty 1 Sl. 29Gt G09, God OO Leo to 1,080%4G0 DLO: 143.744 
Christmras milly ibs) (ley tae.e ark — — — — 17,806 13,158’ 12,336 
Leachmy (lbs): . Vee Jog. eae 38,228 36,782 78,988 73,991 54,513 37,1438 42,964 
otal Cbs veh 22 TRCO Bie 77,385 68,078 138,726 127,156 129,404 89,811 99,044 
Smelter and Acid Plant 

Inspiration Minerals concentrates 
treated: (tONS ii iso cic ee case 47 72 104 77 139 104 Td 

Toll and purchased concentrates 
treated (tons))>! ernie sis bk: 129 95 96 158 237 170 292 
Total treated (tons)........ 176 167 200 235 376 274 403 

Total smelter copper produced 
(Covis PAG PPA i8 Od OTR rare 59 57 76 87 111 82 132 
Sulphuric acid produced (tons) 131 124 144 181 285 176 233 
Refinery copper cathodes (Ibs) ...... 84,364 82292 162,245 152,376 144,017 81,623 92,166 
Rod Plant copper rod (Ibs) ........ 101,981 103,802 182,606 172,487 146,507 76,766 104,600 


Black Pine copper produced (lbs)(3) — 1,098 946 1,819 1,082 — 512 Loe 


(1) The amount of copper produced from Inspiration and Christmas concentrates is shown before the 
smelter recovery loss of approximately 3.5% of the copper contained in concentrates. 


(2) The smelter was shut down for five months of 1983 and 1982. 


(3) The Black Pine mine, which is principally a silver mine, produces minor amounts of copper. See 
BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Precious Metals. 


Operating capacity of the smelter is currently about 380,000 tons of concentrates per year. For the first 
six months of 1984, the amount of concentrates treated in the smelter was 176,000 tons, of which 73% was 
toll and purchased material. In 1983, the amount of concentrates treated in the smelter decreased to 200,000 
tons from 235,000 tons in 1982, of which 48% was toll and purchased material in 1983, as opposed to 67% in 
1982. This reduction resulted from the shutdown of the Pinto Valley operations, and smelter shutdowns at 
Inspiration Minerals for maintenance in July and for lack of concentrates in August, September, November 
and December. 


The electric furnace at Inspiration Minerals’ smelter is believed to be the largest of its type in the world 
used for copper smelting. Power for this furnace is purchased at favorable rates for interruptible power 
pursuant to a long-term supply contract with the Salt River Project Agricultural Improvement and Power 
District (“SRP’’) that continues until the end of 1989 and from year to year thereafter unless terminated by 
either party. Inspiration Minerals anticipates that in 1989 Inspiration Minerals will be required to renegotiate 
the contract at or closer to then-prevailing market rates. 


Some of Inspiration Minerals’ mines have in their ores a small molybdenum content, which can be 
recovered in a separate molybdenum circuit in the concentrator when economical. The molybdenum circuit 
was operated during the months of February through June and in September and October of 1983 and in 
January and February of 1984. 


In January 1984, Inspiration Minerals joined other major domestic copper producers in petitioning the 
U.S. International Trade Commission (“ITC’’) for temporary import quotas on copper on the grounds that 
increased imports have caused injury to the domestic copper industry. In June 1984, the ITC decided by 
unanimous vote that imports had caused such injury and in July 1984 it formally recommended to the 
President the imposition either of a 425,000 ton annual quota or a five cents per pound increase in duty on 
imports of refined and blister copper for a period of five years. The petition of the copper producers was 
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rejected by the President on September 6, 1984, and the recommended protections were denied. It is 
expected that imports will continue at elevated levels at least through the end of 1984. 


Capital Expenditures 


Over the five-year period ending December 31, 1983, Inspiration Minerals made substantial investments 
in production and operating facilities which have significantly reduced its unit cost of copper production. In 
1979, a new solvent extraction plant was built by Inspiration Minerals, at a capital cost of $14 million, to treat 
low grade leach solution to produce approximately 45,000 pounds of copper per day. A new “ferric cure’ 
process developed at Inspiration Minerals was implemented in 1980 at a cost of $13 million to treat higher 
grade oxide and certain sulphide ores by dump leaching. This increased the daily throughput of the solvent 
extraction plant to over 200,000 pounds of copper. The installation of a modernized cleaner circuit and a 
filter plant at the concentrator facilities during 1980 and 1982, respectively, at a combined cost of $8 million 
has increased overall performance and copper recovery. 


At the smelter, a prototype converter designed by Inspiration Minerals was installed in 1981 at a cost of 
$8 million and is successful at eliminating converter fugitive emissions. The installation of a pre- 
dryer/concentrator in 1980 at a cost of $3 million solved low acid strength problems, while modification to 
the pollution control facilities over the five-year period at a cost of $10 million has given Inspiration Minerals 
one of the best rates of sulphur capture in Arizona. In addition, the installation of modern computerized 
instrumentation in 1981] at a cost of $3 million has greatly aided operating controls. Rehabilitation of the 
refinery operations over the five-year period, at a cost of $3 million, has improved operating efficiency. A 
new quality control laboratory costing $0.6 million was installed in 1982 for rod quality optimization. 


During 1983, Inspiration Minerals made capital expenditures for base metals of $18.8 million, which 
included $8.1 million for mine development, $6.1 million for the acquisition of zinc properties in Tennessee 
and miscellaneous equipment replacement. The 1984 capital expenditure program of $14.2 million (of 
which $7.4 million was expended by June 30, 1984) currently contemplates outlays of $3.3 million for rod 
plant modernization, approximately $2 million for electrification of the blowers at the smelter, and $1.8 
million for property acquisition. Over the five-year period ending December 31, 1983, Inspiration Minerals 
has made total capital expenditures for base metals of $122.7 million. In 1982, 1981, 1980 and 1979, the 
amounts expended were $8.6 million, $30.6 million, $42.5 million and $22.2 million, respectively. 


Undeveloped Mines and Exploration 


Inspiration Minerals exploration and development activities are conducted through Inspiration Mines 
and through Inspiration Development Company, which is a wholly-owned subsidiary of Inspiration Copper. 


Underground development work at the Beaver Creek zinc mine started in July 1983, and the mine 
returned to production in January 1984. Work has begun at the Idol zinc mine with the dewatering of the 
mine shaft. 


Environmental Protection Regulation 


In response to federal and State of Arizona air quality standards, Inspiration Minerals has expended 
approximately $101 million over the 12 years ended December 31, 1983 (of which $1 million was expended 
during 1983) for the construction of a new smelter and acid plant and related pollution control facilities, as it 
was considered not economically feasible to bring the previously existing smelter into compliance. In 
addition to these capital costs and the interest payments on debt, the cost of operating the new pollution- 
controlled smelter is considerably higher than that experienced with the old facilities. Inspiration Minerals 
believes that its current level of smelting costs is high in comparison to, and that it is in an adverse 
competitive position with respect to, a number of other Arizona smelters that have not met similar pollution 
control standards and that are operating under waivers, expiring at various dates through 1987, of 
compliance with such standards. Except to the extent that these waivers are extended, Inspiration Minerals 
believes other smelters will have to cease operations or expend considerable sums to be in compliance with 
standards expected then to be in effect, thereby improving Inspiration Minerals’ competitive position. 
Inspiration Minerals may make additional capital expenditures related to environmental protection facilities, 
depending upon, among other things, whether a suitable source of additional concentrates can be found (see 
Production under Base Metals — United States) and depending upon the conditions and timing of changes 
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to air quality regulations in the future. Inspiration Minerals expects to make capital expenditures of 
approximately $3 million in 1984-1985 for environmental protection facilities relating to the Bluebird 
property. 
Employees 

Inspiration Minerals employed approximately 1,380 persons at June 30, 1984 in connection with its base 
metals operations, approximately 1,020 of whom were covered by collective bargaining agreements. The 
agreements with the copper workers unions, which cover approximately 935 employees, are scheduled to 
expire in June of 1986. While contract expirations in the copper industry have generally been associated with 
strikes and Inspiration Resources is unable to predict whether renegotiation of these agreements will result in 
a work stoppage, Inspiration Minerals was able to conclude its 1983 contract renegotiations without a strike. 


Base Metals — Canada 


Inspiration Resources primary Canadian base metal activities are carried out by HBMS. HBMS’s base 
metal facilities consist of a mining and metallurgical complex for the extraction of copper, zinc and other 
metals in the Flin Flon/Snow Lake area in Manitoba. This complex includes two concentrators, a copper 
smelter, a zinc refinery and ancillary facilities for processing ore mined from nine underground mines 
operated by HBMS and copper and zinc concentrates purchased from outside sources. 


Mineral Properties and Ore Reserves 
HBMsS’s three operating mines in the Flin Flon area are Flin Flon, Trout Lake (44% ownership) and 
Westarm, all of which are located on or near the border between Saskatchewan and Manitoba. An additional 
six operating mines, Stall Lake, Anderson Lake, Chisel Lake, Spruce Point, Ghost Lake and Rod are located 
in the Snow Lake area in Manitoba. Approximately 15% of HBMS’s reserves in the Flin Flon/Snow Lake 
area are located at non-operating mines. 
The principal metals contained in the HBMS mineral properties are copper, zinc, gold and silver. The 
following table sets forth an estimate of HBMS’s Flin Flon/Snow Lake area diluted recoverable ore reserves 
prepared by HBMS’s geologists as of January 1, 1984: 


Ore Copper Zinc Gold Silver: 
(Thousands 
of tons) (%) (%) (Troy oz/ton) (Troy oz/ton) 
Flin Flon/Snow Lake 
Proven (hyo. S. 2802 8 Cate hs 2 14,409(3) GNF 3.2 0.038 0.56 
Pronablets pew ae ee at 2,031(3) 1.96 4.3 0.047 0.66 


(1) “Proven” reserves consist of estimated quantities of commercially recoverable reserves that, on the 
basis of geological, geophysical and engineering data, can be demonstrated with a reasonably high degree of 
certainty to be recoverable in the future from known mineral deposits by either primary or improved 
recovery methods. 

(2) “Probable” reserves consist of estimated quantities of commercially recoverable reserves that are 
less well defined than proven reserves and that may be estimated or indicated to exist on the basis of 
geological, geophysical and engineering data. 


(3) Figures include HBMS’s 44% share of Trout Lake reserves. 


Historically, new ore found in mines under development and in new mines has been sufficient to replace 
annual production from the Flin Flon/Snow Lake operations, and reserves have generally provided for eight 
years of mining at normal production levels. Although exploration and development expenditures were 
reduced in 1983, the gain in reserves replaced the year’s production and proven reserves at December 31, 
1983 would provide seven to eight years of mining at current production levels. Inspiration Resources 
believes that reserves can be maintained at historical levels through additional exploration and development 
expenditures in the Flin Flon/Snow Lake area. 


HBMS’s mineral properties located at Flin Flon/Snow Lake are held under Crown production leases 
from the Provinces of Manitoba and Saskatchewan. Approximately 96% of the Flin Flon/Snow Lake metal 
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ore reserves are located in Manitoba. Of these, approximately 56% are governed by Crown production leases 
with terms of 21 years, renewable for 21-year terms on such conditions as are prescribed by the Province of 
Manitoba. Of these leases, 513 (74% ) have expired and HBMS, like other mining operations in Manitoba, is 
awaiting their renewal. The remaining 44% of HBMS’s metal ore reserves in Manitoba are held under 
another form of production lease with similar terms. These latter leases have an average remaining term of 
18 years. Although the granting and renewal of Crown production leases are subject to certain minimum 
requirements set by the Province of Manitoba, Inspiration Resources believes that new leases will be granted 
if required, and existing leases renewed in due course with no material change in terms and conditions. 
Payments made with respect to Manitoba Crown production leases in 1983 were $Cdn27,800 and none were 
made during the first six months of 1984. 


All of HBMS’s metal ore reserves in Saskatchewan are governed by Saskatchewan Crown production 
leases with terms of not more than 21 years, renewable on such conditions as are prescribed by that Province. 
At present, these leases are being renewed by the Province for successive terms of ten years with no material 
change in terms and conditions. Payments made with respect to Saskatchewan Crown production leases in 
1983 were $Cdn9,900 and none were made during the first six months of 1984. 


HBMS has a 37.5% equity interest in Tantalum Mining Corporation of Canada Limited (“Tanco’), 
located in southeastern Manitoba, whose operations were suspended indefinitely on December 31, 1982 due 
to high product inventory and weak market conditions. This resulted in 109 employees being permanently 
laid off. No shipments of tantalum concentrates were made in 1983. At June 30, 1984, Tanco had 
approximately 274,000 pounds of tantalum pentoxide in inventory available for sale. Tanco anticipates very 
weak markets to continue throughout 1984. 


The following table sets forth an estimate of Tanco’s diluted and recoverable ore reserves prepared by 
Tanco's geologists as at January 1, 1984: 


Tantalum 
Ore pentoxide 
(Thousands of tons) (%) 
Tanco: 
Ore: 
Proven) esa se hs once tee 353 0.179 
Probable( 2). 5.00 oie teens 652 0.105 
Stored tailings: (3) 
Proven( Lee Se eae ee 327 0.065 
Probable(2)i.oesri he Je ase 375 0.065 


(1) See footnote (1) to the previous table for definition of “proven” reserves. 
(2) See footnote (2) to the previous table for definition of “probable” reserves. 


(3) Stored tailings are generally retreated during summer months. 


Tanco was awarded a grant from the Canadian Federal Department of Regional Industrial Expansion to 
assist in the temporary conversion of the tantalum mill into a pilot mill to produce ceramic grade spodumene. 
The spodumene pilot plant has operated satisfactorily from the commencement of its operation in May 1984. 
Test samples are at present being prepared for trial production. 


The aggregate carrying value on the books of HBMS of currently idle properties is not material. 
Management estimates that, given the present status of other pertinent variables, metals prices would need to 
exceed current levels by 75% to 100% in order to bring these properties into production. With respect to 
HBMS’s ongoing operations, total unit copper production costs (calculated after a credit for zinc produced as 
a co-product of copper and a credit for by-product gold and silver, and calculated after giving effect to the 
purchase of concentrates), for the first six months of 1984, were in the range of $Cdn0.90 to $Cdn0.95 per 
pound (approximately $US0.70 and $US0.75, respectively), excluding financing charges. The aggregate 
carrying value of HBMS’s currently operating Flin Flon/Snow Lake base metals mining properties, including 
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related plant and equipment, at June 30, 1984 was approximately $Cdn204 million. See also Economic 
Feasibility of Mining Operations under Base Metals — United States. 


Production 


The following table sets forth the ore production tonnage and average grades for HBMS’s mineral 
properties in the Flin Flon/Snow Lake area and for the Whitehorse Copper mine(1) for the periods 


indicated: 
Six Months Ended 


June 30 Year Ended December 31 
19841983 1983 «9829811980979 
Flin Flon/Snow Lake 
Tons mined (thousands)(2) .... 917 1,006 1,845 1,798(3) 1,985 1,875 1,882 
Copper" grade t(%))" Fh DLA, 2.93 212) 2.25 2.13 2.01 21 2.23 
Mill Copper Recovery (%)...... 92.6 93.4 94.2 92.93 93.5 91.0 84.3 
Zine grade (%) ...-. eee ee eee 25 261 D Gan a9 76 VisvoS4rer o6l ne @DG4 
Mill Zinc Recovery (%) ........ 83.4 83.8 86.74 86.59 80.7 79.4 74.8 
Coldis(troyroz/ton)ne.eg | . .e=i5sh 0.044 0.041 0.041 0.043 0.034 0.035 0.034 
Silvers (trOy-0Z/tON:) shies. acest: 0.582 0.460 0.501 0.529 0.486 0.536 0.543 
Whitehorse Copper (4) 
Tons milled (thousands) ........ — — — 599 534 567 609 
@Gopperyerade!((%,.) os paves — — — 1.39 1.42 1.58 AAD 
Mill Copper Recovery (%)...... — — — 84.16 87.97 87.37 85.66 


(1) The Whitehorse Copper mine in the Yukon, in which HBMS has a two-thirds interest, was 
permanently closed on December 31, 1982, as its economic reserves had been exhausted. The Whitehorse 
Copper mine site abandonment program proceeded as scheduled in 1983, and a significant portion of the 
related assets has been sold. 


(2) Includes HBMS’s 44% share of production from the Trout Lake mine since its opening in 1982. 


(3) Flin Flon/Snow Lake operations were shut down for eight weeks in the summer of 1982 for 
economic reasons. 


(4) Represents HBMS’s two-thirds share of production. 


The following table separates the ore mined by the Flin Flon/Snow Lake area mines and sets forth the 
average grade of those ores for the periods indicated: 


Six Months Ended June 30, 1984 Year Ended December 31, 1983 

Flin Flon Snow Lake Flin Flon Snow Lake 

Area Mines Area Mines Area Mines Area Mines 
Tons mined’ #44: 250 435,365 481,882 934,925 910,355 
Copper grade (%) ...... 2.00 3.00 1.94 DDT 
Zinc grade oh) emats heath a 2.32 2.67 2.34 2.80 


The ores from the Flin Flon/Snow Lake area mines are treated in concentrators located in each of those 
areas. The copper and zinc concentrates produced by HBMS and similar concentrates purchased from others 
are processed to anode copper and slab zinc in the metallurgical complex in Flin Flon which includes a 
copper smelter and zinc refinery. Copper anodes are toll refined in Montreal, Quebec to produce copper 
cathodes, gold and silver. Cadmium metal is a by-product in the zinc refining process. The Flin Flon/Snow 
Lake operations receive all their purchased concentrates and transport virtually all their products by a 
Canadian National Railway spur line. 


The following table sets forth the tonnage of copper and zinc concentrates produced by HBMS and the 
average grades for the periods indicated: 
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Six Months Ended 


June 30 Year Ended December 31 
19841983 19831982 18SL_ 1980179 
Copper concentrates (tons) ...... 110,494 111,854 185,540 186,839 191,571 193,958 204,597 
Copper gradelUZyarcen sae & 21.45 20.22 20.76 19.77 18.66 18.28 PZ 
Zinc concentrates, (tons )i' 7 9.e. a: 41,3855 . 47,185 71,903 80,684 60,046 638,926 69,616 
Zine rade” ( Yo.) CY WL. 7 Or ee OF 49.90 50.05 90.73 48.81 49.80 49.27 49.49 


In 1983 and the first six months of 1984, 45.7% and 47.6%, respectively, of copper metal and 55.6% and 
61.6%, respectively, of zinc metal production was from purchased concentrates, the major sources being the 
Trout Lake mine, Noranda Mines, Limited Mattabi mine (“Noranda’) and the two mines of Sherritt 
Gordon Mines Limited (“Sherritt”) in northern Manitoba. In 1983 and the first six months of 1984, Sherritt’s 
mines supplied 79% and 76%, respectively, of purchased copper concentrates and 29% and 31%, 
respectively, of purchased zinc concentrates. Trout Lake supplied 16% and 21%, respectively, in 1983 
(17% and 16%, respectively, for the first six months of 1984) and Noranda supplied 50% in 1983 (53% in 
the first six months of 1984) of purchased zinc concentrates. HBMS has entered into a four-year renewal of 
its contract, which expired in December 1983, for Sherritt zinc concentrates. The proposed renewal of the 
contract for Sherritt copper concentrates, which expired at the same time, awaits execution by Sherritt. 
Sherritt has announced a depth-development program at its Ruttan mine. Sherritt will keep the mine in 
production after June 15, 1984 and during the development period. Sherritt has announced its intention to 
close the Fox mine when ore reserves are exhausted in 1985. If, after 1985, Sherritt proceeds with its 
development plans relating to the Ruttan mine, and if these plans are successful, Inspiration Resources 
believes the Ruttan mine will be capable of supplying the majority of the concentrates required by HBMS in 
addition to its own production and any additional copper and zine concentrates required can be obtained 
elsewhere in Canada, although at higher transportation costs. If Sherritt does not complete the development 
or if Ruttan does not continue to produce after the Fox mine is exhausted in 1985, then HBMS could be short 
of copper concentrates. 


The following table sets forth the metals produced by HBMS for the periods indicated: 
Six Months Ended 


June 30 Year Ended December 31 
1984 1983 1983 1982(1) 1981 1980 1979 
(In thousands) 
Refined copper (Ibs) 67,047 74,870 146,986 121,264 148,267 145,013 133,762 
Slab zinc (Ibs) ns on 85,294 80,528 163,480 122,865 149,194 153,031 147,361 
Gold s( troy ozs); .>.-=- 32 39 75 70 65 74 63 
Silver CEPOV2OZS) es ee 651 685 1,311 1,360 267 P3ls 1,196 
Cadmium (Ibs ) Saint aes A 161 300 176 184 194 194 


Selenium (lbs) ...... _ 50 99 72 84 97 83 


(1) During the summer of 1982, depressed copper, zinc and precious metals prices prompted the 
closing of the Flin Flon/Snow Lake operations for eight weeks. 

HBMS owns the surface rights to the property located at Flin Flon on which the metallurgical complex 
is located. HBMS holds surface rights for the site of the Snow Lake concentrator that do not expire as long as 
HBMS continues mineral production in the Snow Lake area. 

During the past five-year period, HBMS made major investments in operations, upgraded production 
facilities and increased overall productivity. Recently implemented programs have substantially reduced 
unit costs. Inspiration Resources believes the improvements HBMS had made during the past five years have 
favorably positioned HBMS to benefit from an economic upturn. Based on 1983 production levels, a change 
in the average annual realized prices of copper and zinc of one cent U.S. per pound would have affected 
HBMS’s cash flow by approximately $0.8 million and $0.7 million, respectively. 

Other HBMS Operations 

Francana Minerals, a division of HBMS, has two locations in Saskatchewan producing sodium sulphate 
for the detergent and pulp and paper industries. Zochem (zinc oxide production), a division of HBMS, is 
located in Brampton, Ontario and is a consumer of zinc produced at the Flin Flon/Snow Lake operations. 
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In September 1983, HBMS purchased from Trend Exploration for $Cdn12.0 million all the common 
stock of a Canadian corporation whose assets consisted of working interests in producing oil and gas 
properties and undeveloped leases primarily located in Alberta, and an interest in an undeveloped coal 
property in British Columbia. These oil and gas properties are now operated by HBMS (See BUSINESS AND 
PROPERTIES OF INSPIRATION RESOURCES — Petroleum). 


Francana Minerals, Zochem and the oil and gas operations described above, each of which realized net 
income for 1983 and the first six months of 1984, do not form a material part of HBMS’s assets or contribute 
materially to HBMS’s revenues or income. 


Capital and Exploration Expenditures 
From 1979 through June 30, 1984, HBMS expended approximately $Cdn253 million, largely to explore 
and develop new mining properties and existing mines, build a new concentrator in Snow Lake, upgrade and 
expand production facilities and maintain production equipment. 


The Trout Lake orebody in Manitoba was developed under a joint venture agreement entered into in 
1981 with mining companies from Sweden and Finland and with Manitoba Mineral Resources Ltd., a 
provincial Crown corporation. HBMS earned a 44% interest in the joint venture by expending approxi- 
mately $Cdn28.7 million to develop the property. Production began at Trout Lake in mid-1982 at 900 tons 
per day of copper-zinc ore and maintained production at 1,940 tons per day (five-day week equivalent) in 
1983. The Spruce Point mine in the Flin Flon/Snow Lake area reached commercial production in 1982. 
The total cost of this project to June 30, 1984 was approximately $Cdn18.4 million with a further $Cdn1.0 
million required for full development. Spruce Point mine produced approximately 170,000 tons of copper- 
zinc ore during 1983 and 93,000 tons during the first half of 1984. The shaft sinking at the Rod mine in the 
Snow Lake area has been completed at an aggregate development cost of $Cdn7.7 million. Lateral 
development commenced in the third quarter of 1983 with production commencing in March 1984. 


The concentrator at Snow Lake was completed in 1979, adding 3,800 tons per day of milling capacity to 
HBMS’s operations at a cost of approximately $Cdn35 million. 


In the Flin Flon metallurgical complex, a hot purification circuit was added to the zinc leaching plant in 
1981, a roaster precipitator was installed in 1981 to reduce atmospheric emissions and a zinc casting plant 
was put in service in 1982. The zinc casting plant incorporates new casting and slab handling equipment as 
well as an electric induction furnace for melting zinc cathode sheets which has replaced two existing 
reverbatory-type melting furnaces. These projects and other improvements were made at an aggregate cost 
of approximately $Cdn20 million. 


HBMS’s total capital expenditures were approximately $Cdn26.7 million in 1983, $Cdn52.2 million in 
1982, $Cdn85.0 million in 1981, $Cdn37.8 million in 1980 and $Cdn37.5 million in 1979. Mine development 
costs of a current nature included in the above capital expenditures are $Cdn7.3 million, $Cdn6.2 million, 
$Cdnl1.4 million, $Cdn8.3 million and $Cdn8.1 million for the years 1983 through 1979, respectively. 
Capital expenditures, exclusive of exploration costs, are expected to be approximately $Cdn31 million in 1984 
(of which $Cdn13.4 million had been expended by June 30, 1984), principally covering mine development. 


HBMS also has additional properties in various stages of exploration under option, subject to joint 
venture agreements or wholly-owned. HBMS’s exploration expenditures totaled $Cdn2.9 million in 1983 and 
$Cdn3.6 million in the first half of 1984, net of expenditures recovered from other participants in shared-cost 
programs. The 1984 net exploration budget of HBMS is $Cdn9.6 million. In 1983, approximately 80% of 
exploration expenditures were made in the Flin Flon/Snow Lake area and 20% in other areas of Canada, 
primarily the Yukon (83% and 17%, respectively, for the first six months of 1984), continuing the shift of the 
focus of exploration activities away from broad Canadian exposure towards the current concentration in the 
Flin Flon/Snow Lake area. 


The Tom Valley lead-zinc property near the MacMillan Pass on the Yukon-Northwest Territories 
boundary was discovered in the 1950’s. An aggregate of $Cdn16.4 million has been expended in delineating 
and developing this property, of which $Cdn14.8 million has been expended in the past five years. Although 
some underground development work and various engineering studies continued in 1982, economic 
conditions prompted the decision to suspend this project in 1982 and to defer underground drilling and other 
studies pending more favorable economic conditions. HBMS is considering its options with respect to the 
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Tom Valley property and has recently initiated a joint feasibility study with Aberford, which owns mineral 
deposits in the adjoining area, regarding future development. Development of the property is unlikely in the 
near future. It is possible that, if development is not pursued, Inspiration Resources may be tequired to write 
off the $Cdn16.4 million of capitalized costs relating to the project. 


The following table sets forth the proven and probable diluted recoverable reserves tonnages and 
average grades as estimated by HBMS’s geologists in June 1982 for the Tom Valley property: 


Ore Zine grade Lead grade Silver grade 
(Thousands of 
tons) (%) (%) (Troy oz/ton) 
Tom Valley 
Proven and probable(1)...... 10,800 7.54 6.37 ZAG 


(1) Reserves are classed as “proven” where intercepts of acceptable width and grade are at intervals of 
200 feet or less, and as “‘probable” where intercepts of acceptable width and grade are at intervals of 200 to 
300 feet. 


Environmental Protection Regulation 

HBMsS’s operations are subject to government-imposed environmental protection standards. At present, 
Inspiration Resources believes HBMS’s operations are substantially in compliance with the issued orders of 
the Clean Environment Commission of the Province of Manitoba, with the exception of (a) the metallurgical 
plant particulate emissions and the Trout Lake mine water license, which are under review by governmental 
agencies, and (b) the Spruce Point and Chisel Lake mines water licenses, which will be in compliance upon 
the completion of projects presently underway. HBMS’s environmental personnel are active participants in a 
Canadian federal government task force established to assist Environment Canada, an agency of the 
Canadian federal government, in policy formulation and development. 


Capital expenditures on environmental control projects in the Flin Flon/Snow Lake area were 
approximately $Cdn0.1 million for the first six months of 1984, $Cdn0.1 million in 1983, $Cdn1.6 million in 
1982, $Cdn7.0 million in 1981, $Cdn0.7 million in 1980 and $Cdn0.8 million in 1979. Environmental 
licensing procedures are completed, or are underway, for all operating mines, for the one mine under 
development and for atmospheric emissions from the metallurgical complex. At present, the Flin Flon 
metallurgical complex does not have a sulphur emissions containment system, nor is one required by 
applicable regulations. Inspiration Resources believes that, should future governmental regulations require 
the installation of such a system, the expense of such an installation would be very substantial and would have 
a material adverse effect upon the economic feasibility of the Flin Flon operation. 


Employees 
HBMS had approximately 2,800 regular employees as of June 30, 1984, most of whom were covered by 
collective bargaining agreements. The two collective bargaining agreements with the unions representing 
employees at the Flin Flon/Snow Lake operations, covering approximately 1,800 employees, are scheduled 
to expire in September 1985. HBMS has not experienced a strike since 1971 and only one prior to that, in 
1934. 


Precious Metals 

Inspiration Resources has recently emphasized the precious metals business. This activity has been 
carried on in both the United States and Canada principally under the direction of the management of 
Inspiration Minerals utilizing the operating and technical expertise in the existing base metals businesses. 


Through a wholly-owned subsidiary of Inspiration Copper, Black Pine Mining Company (“Black 
Pine’), Inspiration Resources owns and operates an underground silver mine (the “Black Pine mine’) near 
Philipsburg, Montana. The mine, which is held as freehold property, is estimated by Inspiration Minerals’ 
geologists to have proven reserves of 1,899,000 tons of ore, containing 0.33% copper and 4.96 troy ounces of 
silver per ton. Most of the ore is concentrated and the concentrate is shipped to a smelter in East Helena, 
Montana. The remainder of the ore is shipped as a flux directly to smelters in East Helena, Montana and 
Trail, British Columbia. 


The following table sets forth production of silver ore from the Black Pine mine for the periods 
indicated: 
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Six Months 


Ended 
June 30 Year Ended December 31 
1984 1983 1983 1982 4981 1980 1979 
Ore mined (000’s of tons) ................ 149 120 228 202 27. 76 74 
Waste removed (000’s of tons) ............ 17 18 32 33 23 28) 38 
Silver grade Bee olyore mined 6. ius, 5.19 5.21 5.05 6.29 6.24 5.96 6.84 


In Arizona, the Reymert mine near Superior was acquired in 1982 and surface drilling at this location 
has proven 1.0 million tons of silver-bearing silica ore averaging 4.0 oz. silver per ton. This ore is currently 
being mined from a surface mine at a rate of approximately 150 tons per day and shipped to the Inspiration 
Minerals smelter for use as a flux. The silver contained in the flux is recovered through the smelting process. 

In the United States, a considerable number of properties have been and are being evaluated. A limited 
partnership agreement was signed in 1983 on the Sanger property, a silver prospect in western Nevada, 
where development is proceeding on schedule. In June 1984, Inspiration Minerals acquired contract rights to 
earn a 55% operating interest in the Big Horn property in southern California. Exploration by surface drill 
holes is presently underway at Big Horn and the results obtained from analyses of the cores from diamond 
drilling completed to date are encouraging. Preliminary indications show a tabular lode dipping at 20 
degrees to the northwest with a width of 20 to 40 feet. The property was worked intermittently from 1891 
through 1936, but no mining has taken place since then. From 1936 through 1938 a major mining company 
collected approximately 1,000 samples from the abandoned workings and reported an average grade of 0.148 
oz. gold per ton. The recent drilling results obtained by Inspiration Minerals have served to confirm the 
continuity of the mineralization at an average grade of approximately 0.2 oz. gold per ton. No reserves have 
been calculated to date. Further work both from surface and underground is in progress on this property. A 
joint venture agreement has been executed on the Austin Gold Venture in Austin, Nevada, where 
development drilling has commenced. 

In Canada, a subsidiary of HBMS recently entered into a joint venture agreement with Minorco Canada 
Limited (“Mincan’’), an affiliate of Minorco, under which the parties will participate in the exploration for 
and development of precious metals (predominantly gold) properties in Canada, excluding Northern 
Manitoba and Saskatchewan. HBMS’s subsidiary, which manages the joint venture’s operations, has a 60% 
interest and Mincan has a 40% interest. A number of properties have been acquired and, based on 
exploration on two of these, in the Yukon territory and in British Columbia, respectively, further work is 
contemplated. Other projects being actively pursued under the joint venture are located in Ontario and 


Quebec. 


Capital Expenditures 
During 1983, Inspiration Resources made capital expenditures for precious metals exploration of $2.1 
million, which included $0.9 million expended at the Black Pine mine. The 1984 capital expenditure 
program of $4.5 million (of which $0.4 million was expended by June 30, 1984) currently contemplates 
outlays of $4.0 million for United States exploration. In addition, $Cdn3.0 million is projected for Canadian 
exploration. 


Employees 


On June 30, 1984, approximately 95 persons were employed in the precious metals operations, none of 
whom were covered by collective bargaining agreements. 


Metals — U.S. and Canadian Marketing 


As a producer of copper, zinc, gold, silver and various other metals, Inspiration Resources competes with 
other major producers in North America and throughout the world. The metals industry is characterized by 
cyclical and volatile commodity prices, little product differentiation and strong competition. The market for 
the principal product of HBMS and Inspiration Minerals — refined copper in cathode and rod form — is 
composed primarily of wire and cable manufacturers, other copper and brass fabricating companies and 
certain manufacturing companies in the electrical and other fields. Materials with which copper products 
compete include aluminum, plastics and glass. Zinc is used primarily for the galvanizing of steel and 
diecasting of automotive and other parts. Materials with which zinc competes include plastics and 
aluminum. 
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Inspiration Minerals markets metals through Inspiration Resources’ affiliate, Inspiration Resources 
Marketing Corporation (“IRMC’”’) and HBMS markets its copper, gold and silver through IRMC and its zinc 
through its marketing division. IRMC’s and HBMS’s marketing divisions are also responsible for the 
acquisition of concentrates required in excess of domestic mine production at HBMS and Inspiration 
Minerals. Copper is sold in North America on the basis of HBMS’s and Inspiration Minerals’ listed prices. 
These listed prices bear an indirect relationship to the Comex price for copper, usually averaging a few cents 
per pound higher than the Comex price. Copper is sold in overseas markets on the basis of the LME price 
plus a small premium. Zinc produced by HBMS is sold in North America on the basis of HBMS’s listed price 
in the particular market area. Inspiration Minerals’ zinc production is generally sold on the basis of either the 
Metals Week U.S. High Grade Price or the European Producer Price for zinc. Gold and silver are sold in 
North America on the basis of Comex, Handy and Harman or LME prices. 

The following table sets forth gross revenues of Inspiration Resources’ metals business for its major 


products for the periods indicated: 
Six Months Ended 


June 30 Year Ended December 31 
1984 (1983 1983 1982 1981 1980 1979 
($U.S. in millions) 

Copper(1) 

Canada(2)i(3)e-0e 22 $45.8 $56.7 $106.9 $103.1 $112.4 $134.5 $127.4 

United States ........ 70.8 ie 141.9 106.8 123.5 13771 85.6 
Zinc(1 

Comana) a eee tes 40.1 28.7 TEO 51.0 hey? 51.4 65.1 

United States ........ 27 — —- — a — — 
Gold(1) 

Canada(2) (3) 2222. 12.7 19.3 33.8 24.0 32.5 41.7 18.8 

United States(4) .... 0.5 O.% 3.0 1.7 2.0 2.3 2.9 
Silver (1) 

Canada(2)(3)' "oes 4 5.8 9.1 16.1 10.4 13.7 2577. 13.2 

United States(4) .... iit 9.3 15.1 9.2 6.6 13.0 15.1 


(1) Gross revenue before marketing, transportation and (in the case of Inspiration Minerals) mining 
severance taxes. 

(2) Includes metal purchased in concentrate form or derived from purchased concentrates. 

(3) Canadian dollars translated to U.S. dollars based upon average exchange rate applicable during the 

ear. 
: (4) Gold and silver recovery from the Inspiration Minerals operations (other than the silver produced 
by the Black Pine mine) is in the form of relatively minor refinery by-products from treating Inspiration 
Minerals’ and toll and purchased concentrates. 

The metals products are sold primarily in the United States and Canada and to a lesser extent in overseas 
markets. Since Inspiration Resources, through its subsidiaries, has production facilities in the United States 
and Canada, the marketing divisions have significant flexibility in the sale and delivery of Inspiration 
Resources’ own base metal products, the negotiation of contracts for raw materials and the exchange of raw 
materials and base metal products with other producers. 


Coal 
Inspiration Resources’ coal business is conducted through Inspiration Coal, which provides management 
and financial services to its wholly-owned operating subsidiaries. 


Operations and Mineral Properties 

Inspiration Coal, which was formed in 1980, has four major operations: Bailey Mining Company 
Incorporated, Wheelwright Mining Inc. and Sovereign Coal Corp./Majestic Collieries Company, which are 
located in southeastern Kentucky, and Harman Mining Corporation, which is located in western Virginia. 

The Bailey operations, which were acquired in January 1981 for approximately $8.6 million, consist of 
approximately 3,900 acres of leased mineral rights, a jig preparation plant with a capacity of 375,000 clean 
tons per year and related assets. Wheelwright, which adjoins the Bailey operations and was purchased in 
February 1982 for $26 million, consists of approximately 28,400 acres of owned mineral rights and 4,100 
acres of leased mineral rights, a jig preparation plant with a capacity of 900,000 clean tons per year and a raw 
coal loading facility with a capacity of 222,000 tons per year. The Sovereign operations consist of 
approximately 5,600 acres of owned mineral rights and 9,500 acres of leased mineral rights and a jig 
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preparation plant with a capacity of 390,000 clean tons per year and the Majestic Collieries raw coal loading 
facility with a capacity of 477,000 tons per year. The Harman operations consist of approximately 6,600 
acres of owned mineral rights, 13,000 acres of leased mineral rights, a heavy media preparation plant with a 
capacity of 871,000 clean tons per year and the Clintwood raw coal loading facility with a capacity of 
220,000 tons per year. Sovereign and Harman were purchased in July 1981 for $151.6 million, including 
redundant working capital of $59.6 million, resulting in Sovereign and Harman being acquired for $92 
million. 

Bailey and Wheelwright produce a low-sulphur, low-ash, premium steam coal. In addition, Wheelright 
has the capability of shipping raw quality coal. Sovereign produces low-sulphur, high-fluidity, premium 
coking coal and some high-quality steam coal. Harman also produces a high-fluidity coking coal. Majestic 
Collieries and Clintwood also produce raw thermal and coking coals, respectively. 


Coal to be processed is transported from the mines to the preparation plants by truck. The cleaned coal 
is shipped by rail either to domestic consumers or to a tidewater port for transshipment overseas. Raw coal is 
shipped directly to customers by rail. 

Inspiration Coal’s annual production capacity is currently approximately 3.5 million tons and Inspiration 
Coal is positioned to be a significant supplier of high grade steam and coking coal to the domestic and export 
markets. 

Production for 1983, however, was 33% of capacity due to the depressed market for coal. In March 
1983, Inspiration Coal idled the metallurgical coal operations at Harman as a cost containment measure. 
Also, the Bailey plant has been idle since April 1983. Furthermore, in the first quarter of 1983, Inspiration 
Coal decreased staff and significantly restructured senior management. 


In August 1983, projected improved operating costs prompted a decision to restart production at 
Harman in anticipation of marketing the metallurgical coal at competitive prices. The successful 
implementation of productivity programs and the increase in sales of raw coal reduced processing costs 
during the year, which enabled Inspiration Coal to become more competitive in the market place. 
Consequently, production increased during the year from 24% of capacity in the first quarter to 50% of 
capacity in the fourth quarter. For the first six months of 1984, production was at an average of 57% of 
capacity. 

Coal sales in 1983 were depressed. The demand for energy in all sectors was constrained by the low 
level of manufacturing and general economic activity. Continued economic recovery in the United States in 
1984 could alter the current market situation. This presents the potential for increased sales activity, 
although Inspiration Resources does not anticipate any significant increase in coal prices in 1984. 


The aggregate carrying value on the books of Inspiration Coal of currently idle properties is not 
material. Management estimates that, given the present status of other pertinent variables, adequate sales at 
a price of $35 to $40 per ton would be required in order to reactivate these properties. With respect to the 
ongoing coal operations, in the first six months of 1984 total unit production costs ranged from approximately 
$30 to $37 per ton, excluding financing charges. The carrying values of Inspiration Coal’s currently 
operating properties at June 30, 1984 were approximately $33 million, $38 million and $35 million for 
Wheelwright, Harman and Sovereign, respectively. See also Economic Feasibility of Mining Operations 
under Base Metals — United States. 


Reserves 


Inspiration Coal has approximately 84 million recoverable clean tons of measured and indicated coal 
reserves, all of which are above drainage. The following table sets forth a summary of reserves by operation 
as prepared by Inspiration Resources’ geologists as of December 31, 1982, updated as of June 30, 1984: 
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Recoverable Clean Coal Reserves (1) 


Measured Indicated Total 
(Tons in thousands) 
Baileya > eee ae, 2,062 4,920 6,982 
Wheelwright ais raed ve. 16,142 21,365 37,507 
Harman iita.ch. cer 17,284 7,409 24,693 
Sovereignt. 2yete seen. 13,464 1,505 14,969 
Total. “oeeeet Bee 48,952 39,199 84,151 


(1) In 1982, standard parameters for calculating reserves based on U.S. Bureau of Mines criteria were 
used to measure the coal reserves for the four Inspiration Coal operations for the first time. Measured reserves 
are within 1,320 feet, and indicated reserves are between 1,320 and 3,960 feet, of a measure coal section. 
Minimum net coal thickness is 28 inches. 


Sovereign Coal Sales Inc. (“Sovereign Coal Sales’), a subsidiary of Inspiration Coal, has subleased an 
estimated 2 million tons of coal deposits on the Buckhorn property located in Virginia and an estimated 66.5 
million tons of coal deposits on the Closterman property located in West Virginia to other companies. A 
subsidiary of Inspiration Coal has leased to other companies an estimated 619,000 tons of coal deposits on the 
Wheelwright property. In addition, there is a dispute as to the validity of a purported lease of an estimated 
1.8 million tons of coal deposits belonging to a subsidiary of Inspiration Coal. The foregoing leases and 
subleases are not included in the reserve tabulation above. Inspiration Coal does not expect the payment of 
any significant royalties in the near future, as these will depend upon lessees placing these properties in 
production. 


Production 


The following table sets forth the tonnage produced from the four main operations of Inspiration Coal 
for the periods indicated: 


Six Months Ended June 30 Year Ended December 31 
1984 1983 1983 1982 1981 1980 1979 
(Tons) (Tons) 
Bailey CP eee 0 57,810 5LOLO 258,764 305,710 326,083 249,204 
Wheelwright fe ee 319,539 179,358 424,275 425,384 670,933 697,005 720,991 
Harman nc. «a. 489,966 (EAS 287,326 639,517 864,123 1,030,307 1,060,993 
sovereign: ...... 301,187 106,516 379,645 425,986 562,092 826,555 904,663 
Total ( Dee, 1 LO Oe 415,810 1,149,056 1,749,651 2,403,858 2,879,950 2,935,851 


(1) Inspiration Coal’s share of coal produced from these operations since their acquisition was 
approximately 1.2 million tons in 1981; it produced all coal from these operations in 1982. 


The following table outlines the general characteristics of processed coal produced by the four 
operations: 


Coal product specifications, as received Bailey Wheelwright Harman Sovereign 
Steam Steam Coking Steam /Coking 

B EU sper lb:o:). sh tsar nee: bikes ea een ee ee ee 12,900 12,960 13,268 13,160 
Sulphurk i) conttasatems Maritatee: ee eee aa Oe 0.9% 0.95 % 0.92 % 0.61 % 
Ash stg teot saatlecy, trcetacis cea eae acer ee 8.0% 6.6 % 6.4% 6.4% 
Moisturé: ihsis. 6. Sees heme ot ive ns eaat certs: 5.9 % 7.0% 8.0 % 7.0% 
Volatiles’ <oarr: 4. anl splat’ neeee ts UN) ene ta 36.0 % 36.0 % 28.0 % 30.7 % 
Free:swellingtindéx. ($25. li) Neve. pevtieta ee aes 4-5 4 8+ Car 
Fluidity (dial divisions per minute) .............. — — 28,000 15,000 


All of the mining operations are conducted using a combination of modern conventional and continuous 
mining methods with modern equipment. 
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Marketing 


Sovereign Coal Sales personnel market all coal produced by Inspiration Coal for both the spot and 
contract markets. Coal is sold in three principal markets: domestic utility, domestic industrial and foreign 
coking coal markets (i.e., steel or coke manufacturers located in Japan, Korea, South America and Western 
Europe). Coal destined for the foreign coking coal market is sold directly by Sovereign Coal Sales or to U.S. 
transshippers for export. In 1983, two customers, Derby Coal Co. and Lansing Board of Water and Light 
(“Lansing’’), each purchased more than 10% of the total sales of Inspiration Coal. Such sales involved both 
contract and spot market purchases. In 1984, Inspiration Coal entered into four separate long-term contracts 
with Virginia Electric Power Company (“VEPCO’’) and existing contracts with Lansing and Abbott 
Laboratories were renegotiated and extended. Taken as a whole, these long-term contracts, which were 
entered into to reduce Inspiration Coal’s exposure in the spot market, are not currently profitable but 
generate positive cash flow. Inspiration Coal is continuing its efforts to contain its costs in order to improve 
the profitability of these contracts. Inspiration Coal anticipates that in 1984 approximately 40% to 50% of its 
sales will be made pursuant to long-term contracts. 


The following table sets forth information about Inspiration Coal’s current long-term sales contracts: 


Annual 
Customer Tonnage Term 
WEPCOMA COMUTACES) ho Fy on: Mien sation A aims 660,000 3-7 years 
NL SSIIN SE rete tick oe eet ar. Wat Oke 200,000 5 years 
Mbbotieliaboratoriese get epee at. eh sac. . dere 60,000 5 years 


The following table sets forth the percentage sales of coal produced for domestic and export markets in 
1983 and during the first six months of 1984: 
Six Months Ended June 30, 1984 


Domestic Sales Export Sales Total Sales 
| pos we ae ue Tons Ze 
Sovereign/Harman(1) ........ 203,000 25.4 597,000 74.6 800,000 100.0 
Wheelwright/Bailey .......... 327,098 96.4 LS 3.6 339,371 100.0 
otallerwee 0. as ok ae 530,098 46.5 609,273 O3.0 1,189,371 100.0 


Year Ended December 31, 1983 


Domestic Sales Export Sales Total Sales 
Tons Fo Tons Io Tons To 
Sovereign /Harman (2yt Paiste: 227,000 34.2 436,000 65.8 663,000 100.0 
Wheelwright (Baileyaouie BOAR) 496,000 99.2 4,000 0.8 500,000 100.0 
OLA ect ecgesn cen ce Tee 723,000 62.2 440,000 37.8 1,163,000 100.0 


(1) Includes 597,000 tons of coking coal for the six months ended June 30, 1984. The balance of the 
Sovereign/Harman sales and all of the Wheelwright/Kite sales was steam coal. 


(2) Includes 402,000 tons of coking coal for the year ended December 31, 1983. The balance of the 
Sovereign/Harman sales and all of the Wheelwright/Bailey sales was steam coal. 
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The coal industry is highly price competitive. A major component in any company ’s overall competitive 
position is the transportation cost for the delivery of its product to market. Transportation costs typically 
represented 45-55 % of the selling price (F.O.B. mine) of eastern United States coal in 1983; therefore, the 
location of a coal operation with respect to major markets and transportation facilities is important. All of 
Inspiration Coal’s properties have direct access to rail sidings. Inspiration Coal does not believe that it suffers 
any competitive disadvantage in comparison to other domestic producers of premium quality coal, as all such 
coal is produced domestically in the same Appalachian region where Inspiration Coal’s operations are 
located. 


The economic recession substantially reduced the demand for durable consumer goods. In turn, this 
dramatically decreased demand for domestic steel and, to a lesser extent, foreign steel. Domestic demand for 
metallurgical coal decreased from 1981 to 1983, while world demand for United States metallurgical coal 
decreased over the same periods. Demand for steam coal by electric utilities stagnated in 1982 and rose only 
slightly during 1983. The spot market, in which Inspiration Coal sold most of its production during those 
years, was stagnant due to those major consumer sectors being depressed. Despite the decrease in demand for 
its products, coal industry production remained high in 1982 and 1988, resulting in a rapid inventory 
buildup, increased competition and a substantial decline in spot market prices. Through the first six months 
of 1984, the current economic recovery and anticipation of a potential industry strike increased demand for 
all grades of bituminous coal destined for both the domestic and export markets. 


Capital Expenditures 


Capital expenditures in 1983, 1982 and 1981 were approximately $0.7 million, $4.8 million and $1.6 
million, respectively, primarily to maintain production capacity. Planned capital expenditures for 1984 are 
$1.7 million for the same purpose. 


Environmental Protection Regulation 


The operations are subject to government-imposed environmental protection regulations. The cost of 
compliance with the various standards is, to a large extent, absorbed in operational costs. However, some 
major expenditures will require capitalization of costs estimated to be $1.3 million for the period 1984 to 
1986. 


Employees 


Inspiration Coal’s mining operations are principally conducted by contract miners. In addition, 
Inspiration Coal had approximately 300 employees at June 30, 1984, of which approximately 180 are 
represented by the United Mine Workers of America (“UMWA’’). The National Bituminous Coal Wage 
Agreement of 1981, to which Inspiration Coal’s operations are signatory, expired September 30, 1984. Each 
operating subsidiary of Inspiration Coal has become signatory to an interim agreement, which the UMWA is 
expected to sign presently, and expects to become signatory to a successor agreement effective October 1, 
1984. The majority of Inspiration Coal’s contract miners have not signed the agreement at present. The 
UMWA has not engaged in an economic strike against any Inspiration Coal subsidiary at this time. 


Legal Proceedings 


Various legal proceedings are pending against Inspiration Resources and its subsidiaries. The manage- 
ment of Inspiration Resources considers that the aggregate liability, if any, resulting from these proceedings 
will not be material. 
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DIRECTORS AND EXECUTIVE OFFICERS 


Directors 


Set forth below opposite the name, age and municipality of residence of each Director of Inspiration 
Resources are his present positions and offices with Inspiration Resources, his principal occupations during 
the past five years, and the year in which he was first elected a director of Inspiration Resources. 


Year first 


Present positions and offices with Inspiration Resources and elected 
Name and age principal occupations and positions during the past five years Director 
Edward M. Carson (55) President and Chief Executive Officer of First Interstate Bank 1983 
Phoenix, Arizona of Arizona, N.A. 
H. Purdy Crawford (53) Partner, Osler, Hoskin & Harcourt (law firm). 1983 
Toronto, Ontario 
Richard R. Davis (48) Senior Vice President and General Counsel of Inspiration 1983 
New York, New York Resources since July 1983; Partner, Chadbourne, Parke, 
Whiteside & Wolff (law firm) prior thereto. 
Adrian M. Doull (40) Senior Vice President, Administration of Inspiration Resources 1978 
New York, New York since July 1983; Vice President, Finance of Minorco from 
May 1981 to July 1983; Senior Vice President, Finance of 
HBMS prior thereto. 
George D. Gould (57) Chairman of Madison since November 1982 and Chief 1984 
New York, New York Executive Officer since July 1976; President from June 1976 
to November 1982 and Chairman of the Board thereof from 
April 1979 to February 1980; Chairman of New York’s 
Municipal Assistance Corporation (municipal finance) from 
January 1979 to June 1979; Chairman of the Finance 
Committee thereof prior thereto. 
Jack A. Holmes (53) Technical Director and member of the Executive Committee of 1983 
Johannesburg, South the Board of Directors of Anglo American Corporation of 
Africa South Africa Limited (mining finance company); Alternate 
Director of Minorco since September 1983. 
J. Blair Howkins (52) Senior Vice President, Operations of Inspiration Resources since 1981 
Pottersville, New Jersey July 1983; Executive Vice President of HBMS from 
December 1982 to June 1983; Senior Vice President, 
Corporate and Exploration of HBMS from January 1982 to 
December 1982; Senior Vice President, Exploration of HBMS 
prior thereto. 
Robert H. Jones (59 Chairman of the Board and Chief Executive Officer of The 1983 
Winnipeg, Manitoba Investors Group (financial holding company) since April 
1981; President and Chief Executive Officer thereof prior 
thereto. 
Allen T. Lambert (72) Chairman of the Board of HBMS since August 1983; director of 1983 
Toronto, Ontario companies; Director of Toronto-Dominion Bank until 
January 1982 and Chairman of the Board thereof in 1978; 
Chairman of the Board of London Life Insurance Company 
since March 1983 and Chairman of the Board of Trilon 
Financial Corporation since November 1982. 
J. Roger B. Phillimore (85) Vice President, Administration of Minorco since May 1981; 1983 


London, England 


Divisional Manager of Anglo American Corporation of South 
Africa Limited prior thereto. 
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Year first 
Present positions and offices with Inspiration Resources and elected 
Name and age principal occupations and positions during the past five years Director 


Stanley R. Rawn, Jr. (56) President of Madison since July 1984; Chairman and Chief 1984 
Cos Cob, Connecticut Executive Officer of Danville since August 1980; President 
and Director of Marline Resources Company, Ince. 
(investment firm) since April 1976; Chief Executive Officer 
of Marline from October 1982 to October 1984; Chief 
Executive Officer of Madison Oil & Gas Corporation since 
June 1984; and Chairman of the Board of Wood River 
Capital Corporation (small business investment company) 


since 1978. 
Reuben F. Richards (55) Chairman of the Board and Chief Executive Officer of 1982 
Far Hills, New Jersey Inspiration Resources since December 1982 and President 


thereof since July 1983; Chairman of the Board of HBMS 
from December 1982 to August 1983 and President and 
Chief Executive Officer thereof from December 1982 to June 
1983; Executive Vice President of Citibank, N.A. prior 


thereto. 
Henry R. Slack (34) Director, Minorco since September 1981; Director of 1983 
Johannesburg, South companies; Executive Assistant to the Chairman of Anglo 
Africa American Corporation of South Africa Limited prior to 
January 1983. 
Alan Sweatman (63) Partner, Thompson, Dorfman, Sweatman (law firm). 1983 


Winnipeg, Manitoba 


In addition, Mr. Carson is a director of Ramada Inns, Inc.; Mr. Jones is a director of Great-West Life 
Assurance Co. and TransCanada PipeLines Limited; Mr. Lambert is a director of Dome Mines Limited, 
Dome Petroleum Limited, Hiram Walker Resources Ltd. and Pan American Banks, Inc.; Mr. Rawn is a 
director of The Forschner Group, Inc. and Marline; Mr. Richards is a director of Economics Laboratory, Inc., 
Engelhard Corporation, Phibro-Salomon Inc., Potlatch Corporation and G. D. Searle & Co.; Mr. Slack is a 
director of Engelhard Corporation and Phibro-Salomon Inc.; and Mr. Sweatman is a director of Inter-City 
Gas Corporation. Messrs. Davis, Howkins, Lambert and Sweatman also are directors of HBMS. Messrs. 
Doull, Gould, Rawn, Richards and Slack also are directors of Madison. 


Generally, each Director who is not an officer or employee of Inspiration Resources or one of its 
subsidiaries receives an annual retainer of $10,000 for services as a Director. In addition, such Directors 
receive a fee of $600 for each Board or Committee meeting attended and are reimbursed their expenses of 
attending such meetings. Mr. Lambert, as Chairman of the Board of HBMS, and Mr. Sweatman, as a director 
thereof, receive annual retainers of approximately $8,100 and $2,430, respectively. Mr. Sweatman receives 
fees of $240 per HBMS board meeting and $400 per committee meeting attended, and both are reimbursed 
their expenses of attending such meetings. Each of Messrs. Doull, Gould, Rawn, Richards and Slack is 
entitled to receive from Madison an annual retainer of $20,000 for services as a director thereof and $500 per 
committee meeting attended, and are reimbursed their expenses of attending meetings. 


Other Executive Officers 


Set forth below are the name, age, municipality of residence and present positions and offices with 
Inspiration Resources of each present executive officer of Inspiration Resources other than those who are 
listed above as Directors, the period during which he has served as such and his principal occupations and 


positions during the past five years: 
Present positions and offices with Inspiration Resources and 


Name and Age principal occupations aud positions during the past five years 
M. Brian O'Shaughnessy (41) .......... Senior Vice President, Marketing of Inspiration Resources since 
Westport, Connecticut July 1983; President, Inspiration Resources Marketing Cor- 


poration since November 1980; Senior Vice President, Mar- 
keting of HBMS from May 1980 to June 1983; President, 
Kennecott Sales Corporation prior thereto. 
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Present positions and offices with Inspiration Resources and 


Name and Age principal occupations and positions during the past five years 
Hiverirle DrOn a 42))ele kno eg Re os Vice President, Technical of Inspiration Resources since 
Fairfield, Connecticut January 1984; Manager, Metallurgy of HBMS from June 


1981 to January 1984; Manager, Plant Services of HBMS 
prior thereto. 


Angelo Re .Peluso: (47 ig gnonA enous fh -c<ioeee), Vice President, Human Resources of Inspiration Resources 
Trenton, New Jersey since August 1984 and Manager, Personnel Services of 
Inspiration Resources from January 1984 to July 1984; Vice 
President, Organization and Personnel of Holland America 
Line from February 1983 to January 1984; Director, Human 
Resources of Air Products and Chemicals from March 1980 
to January 1988; Director, Personnel of International 
Division of Merck & Co., Inc. prior thereto. 


MiclacleB eSupitty (44) one tyes eae Vice President, Finance of Inspiration Resources since July 
Stamford, Connecticut 1983; Vice President, Finance and Treasurer of Inspiration 
Copper from April 1982 to June 1983; Vice President, 
Finance of Inspiration Copper from November 1980 to April 

1982; Treasurer of HBMS prior thereto. 


There are no family relationships among the Directors and executive officers of Inspiration Resources or 
arrangements or understandings between any Director or executive officer and any other person pursuant to 
which any Director or executive officer was selected as such. Pursuant to the By-Laws of Inspiration 
Resources, officers serve at the pleasure of the Board of Directors. Directors and officers of Inspiration 
Resources are elected annually to serve until the next annual meeting and until their respective successors are 
elected and qualified. 


EXECUTIVE COMPENSATION 


Cash Compensation 


There is set forth below information concerning the cash compensation for services rendered in all 
capacities to Inspiration Resources and its subsidiaries during the fiscal year ended December 31, 1983 paid 
to each of the five most highly-compensated executive officers of Inspiration Resources and all executive 
officers as a group. 


Cash Compensation Table 


Name of individual or Capacities in 
number in group which served a¢ Cash compensation 
Reuben F. Richards ...... Chairman of the Board, President and $ 607,200(1) 


Chief Executive Officer and Director of 
Inspiration Resources 


Richard R. Davis ........ Senior Vice President and General Counsel $ 100,000(2) 
and Director of Inspiration Resources 

AdrianoM. Doull™).}. . 2... Senior Vice President, Administration and $ 105,000(2) 
Director of Inspiration Resources 

JaBlainsHowkinsi sstinors Senior Vice President, Operations and $ 173,402(3) 
Director of Inspiration Resources 

M. Brian O'Shaughnessy Senior Vice President, Marketing of $ 136,030(3) 
Inspiration Resources 

All executive officers as a $1,488,024(4) 


group (9 persons) 


(1) The amount set forth includes (i) $45,000 in 1982 salary, (ii) $212,200 in consideration and 
reimbursement of various expenses incurred in 1982 by Mr. Richards in connection with his assumption 


65 


of his positions with Inspiration Resources, and (iii) cash compensation from Inspiration Resources for 
the full 12 months of 1983. 


(2) The amount set forth consists of cash compensation for the six months in 1983 after the July 1983 
reorganization of the Inspiration Resources group, the only period in 1983 during which Messrs. Davis 
and Doull were compensated by Inspiration Resources or any subsidiary thereof. 


(3) The amount set forth consists of (i) cash compensation by Inspiration Resources to Dr. Howkins and Mr. 
O'Shaughnessy for the six months in 1983 after the reorganization and (ii) $68,575 and $56,730 paid to 
Dr. Howkins and Mr. O’Shaughnessy, respectively, in their capacities as executive officers of subsidiaries 
of Inspiration Resources prior to the reorganization. 


(4) The amount set forth includes, in addition to the amounts described in the foregoing notes, the cash 
compensation by Inspiration Resources to three executive officers in their capacities as such during the 
six months in 1983 after the reorganization and cash compensation by subsidiaries to such persons for the 
six months prior to the reorganization. The amount set forth also includes all 1983 cash compensation to 
two persons who are no longer executive officers of Inspiration Resources, one of whom was 
compensated for five months in 1983 as such and for the remainder of 1983 as an executive officer of a 
subsidiary. 


Compensation Pursuant to Plans 


1983 Stock Option Plan. On August 3, 1983, the Board of Directors of Inspiration Resources adopted, 
and on May 10, 1984, the stockholders approved, the 1983 Stock Option Plan of Inspiration Resources. 


The purpose of the 1983 Stock Option Plan is to aid Inspiration Resources in attracting and retaining key 
employees of outstanding ability by making it possible to offer them an increased incentive, in the form of a 
proprietary interest in Inspiration Resources, to join or continue in the service of Inspiration Resources and to 
increase their efforts for its benefit. 


The 1983 Stock Option Plan authorizes the grant to key employees of Inspiration Resources and its 
subsidiaries, selected by a Stock Option Committee of Directors who are not employees, of options intended 
to qualify as “incentive stock options” under the Internal Revenue Code and options which are not intended 
to so qualify. Under the 1983 Stock Option Plan, there may be granted incentive stock options to purchase, 
and nonqualified options to purchase, or stock appreciation rights (as described below) to receive a 
maximum of 1,530,000 Inspiration Resources Common Shares (which may be unissued or reacquired 
shares). Under the 1983 Stock Option Plan (i) the option price per share may not be less than the fair 
market value at the time of grant, (ii) options generally may not be exercised prior to one year or more than 
10 years from the date of grant, (iii) no option or stock appreciation right may be granted after August 2, 
1988 and (iv) payment of the option price may be made in cash, Inspiration Resources Common Shares held 
for at least one year, or a combination thereof. The 1983 Stock Option Plan contains additional restrictive 
provisions for incentive stock options so that (i) an incentive stock option may not be exercised while there is 
outstanding an earlier granted incentive stock option and (ii) the aggregate fair market value (determined at 
the date of grant) of the shares for which a key employee may be granted incentive stock options in any 
calendar year cannot exceed $100,000 plus any “unused limit carryover” (as defined in the 1983 Stock 
Option Plan). 


The 1983 Stock Option Plan permits the grant of stock appreciation rights in conjunction with the grant 
of a nonqualified stock option, either at the time of the option grant or thereafter during its term and in 
respect of all or part of such nonqualified stock option. Stock appreciation rights permit an optionee, upon 
exercise of such rights and surrender of the related option or part thereof, to receive a payment equal to the 
excess of the fair market value (on the date of exercise) of the shares covered by such option or part thereof 
so surrendered over the option price of such shares. Such payment may be made in Inspiration Resources 
Common Shares (valued on the basis of the fair market value of such Inspiration Resources Common Shares 
on the date of exercise), in cash, or partly in cash and partly in Inspiration Resources Common Shares, as the 
Stock Option Committee may determine. No stock appreciation right is exercisable prior to six months from 
the date of its grant. 
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If employment terminates by death or by retirement (for disability or under a retirement plan of 
Inspiration Resources), the former employee’s option shall terminate at the earlier of the expiration of the 
stated term of the option or three years from the date of death or retirement, respectively. If employment 
terminates otherwise, the employee's option terminates immediately unless the Stock Option Committee 
determines otherwise. 

Generally, the Board of Directors may amend, suspend or terminate the 1983 Stock Option Plan. The 
number, kind and option price of shares subject to option and the number and kind of stock appreciation 
rights are subject to adjustment by the Stock Option Committee in the event of any merger, consolidation, 
stock dividend, split-up, combination, exchange, or the like. Shares that cease to be subject to an outstanding 
option (otherwise than by exercise thereof or cancellation upon exercise of a stock appreciation right) 
become again available for option under the 1983 Stock Option Plan. 


Nonqualified options to purchase Inspiration Resources Common Shares have been granted under the 
1983 Stock Option Plan (at the indicated weighted average per share exercise prices) as follows: 303,680 
shares ($9.31) to all current Directors and officers as a group; and 288,560 shares ($9.35) to all current 
executive officers as a group, including 31,240 ($8.79) to Mr. Davis; 31,240 ($8.79) to Mr. Doull; 31,240 
($8.79) to Dr. Howkins; 19,560 ($8.79) to Mr. O'Shaughnessy; and 148,000 ($9.95) to Mr. Richards. 
Nonqualified options to purchase a total of 568,450 Inspiration Resources Common Shares have been granted 
under the 1983 Stock Option Plan to current employees at a weighted average per share exercise price of 
$8.82. (The option data shown reflects an adjustment for the 2% stock dividend paid by Inspiration 
Resources on December 21, 1983. ) 


1981 Share Option Plan of HBMS. The HBMS 1981 Share Option Plan provides for the grant to key 
employees of HBMS and its subsidiaries, selected by a Share Option Committee, of options to purchase up to 
250,000 HBMS Special Shares (subject to adjustment). Options must be granted at not less than the “‘fair 
market value’’ (as defined). The aggregate market value of shares subject to options granted to US. citizens 
or residents in any calendar year cannot exceed $100,000 plus any “unused limit carryover” (as defined). 
Generally, the maximum option term is five years, and options may not be exercised until six months from 
grant. 


Prior to the reorganization, the HBMS 1981 Share Option Plan authorized the grant of options to 
purchase HBMS common shares. In connection with the reorganization, the HBMS 1981 Share Option Plan 
was amended to provide that options granted thereafter would be exercisable for HBMS Special Shares and 
options outstanding thereunder would be converted at the exchange rate applicable in the reorganization into 
options to purchase HBMS Special Shares or Inspiration Resources Common Shares. All outstanding options 
have been converted into options to purchase Inspiration Resources Common Shares and no further grants of 
options will be made under the HBMS 1981 Share Option Plan. 


Options, which are now exercisable for Inspiration Resources Common Shares, have been granted under 
the HBMS 1981 Share Option Plan (at the indicated weighted average per share exercise prices) as follows: 
80,497 shares ($14.39) to all current employees; 12,903 ($14.85) to all Directors and officers as a group; 
12,903 ($14.85) to all executive officers as a group, including 4,692 ($14.06) to Dr. Howkins; 2,346 ($14.06) 
to Mr. O’Shaughnessy; and 5,865 ($15.79) to Mr. Richards. (The option data shown reflects conversion in 
connection with the reorganization and adjustment for the 2% stock dividend paid by Inspiration Resources 
on December 21, 1983.) 


Deferred Compensation Agreement. Inspiration Resources entered into a deferred compensation 
agreement with Mr. Richards that became effective January 1, 1983 and remains effective until he ceases to 
be a full-time employee, attains age 65 or becomes totally disabled. Pursuant to the agreement, as of the end 
of each fiscal quarter, Inspiration Resources must credit an account for Mr. Richards with phantom stock 
units equal to the number of whole Inspiration Resources Common Shares purchasable with $50,000 at the 
market price on the last business day of such quarter. The account is subject to adjustment for stock or cash 
dividends on Inspiration Resources Common Shares and for certain corporate changes (e.g., stock splits, 
combinations and exchanges, mergers, recapitalizations, etc.). In no event may the value of the account at 
any date be less than the product of (i) $50,000 and (ii) the number of full fiscal quarters plus the portion of 
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any partial fiscal quarter (the “minimum amount’). Mr. Richards is entitled to payment of phantom stock 
units credited to the account with respect to each fiscal year provided he remains a full-time employee for 
either five years thereafter or until his death, total disability or attainment of age 65. If his employment is 
otherwise terminated, the Board of Directors may require him to forfeit the preceding five years of credits to 
the account. Mr. Richards has no right to payments under the agreement while employed, thereafter, the 
account is to be valued at the greater of (i) the minimum amount or (ii) the product of the number of his 
nonforfeited phantom stock units and the market price of Inspiration Resources Common Shares. Inspiration 
Resources may pay such amount to Mr. Richards, his designated beneficiary or his estate in cash, Inspiration 
Resources Common Shares or a combination, either as soon as practicable or over a period of 10 or fewer 
years, in equal quarterly installments (with interest). 


Savings and Investment Plan. The Inspiration Resources Savings and Investment Plan has been in 
effect since January 1, 1984. With certain exceptions, all salaried employees of Inspiration Resources (and 
those subsidiaries who have elected to participate) are eligible to participate commencing on the January 1 
or July 1 following their respective dates of employment. As of April 1, 1984, approximately 46 employees 
were participating in the Savings and Investment Plan, out of the 62 employees who were eligible. 
Participants may elect to have up to 6% of their base salaries deferred as a contribution to the Savings and 
Investment Plan instead of being paid to them currently. Participants may also make additional after-tax 
contributions of up to 10% of base salary. Inspiration Resources, subject to certain limitations, may 
contribute an amount to match a percentage of the participant’s contributions, but not in excess of 6% of the 
participant’s compensation. Within this limit, Inspiration Resources currently matches 50% of the total 
participant’s contribution. Contributions by Inspiration Resources are invested in Inspiration Resources 
Common Shares. Contributions by Inspiration Resources, if not previously forfeited, vest at the rate of 20% 
per year following the month for which such contributions were made, or earlier upon retirement, death or 
disability. Participants’ contributions, which are always nonforfeitable, may be invested in a fixed income 
fund or a diversified equity fund. 


Pension Plan. Domestic employees of Inspiration Resources (including officers) are covered by the 
Inspiration Resources Employees’ Pension Plan (the “Pension Plan’) effective January 1, 1984, a noncontrib- 
utory defined benefit pension plan that is paid for entirely by Inspiration Resources. The Pension Plan 
provides pension benefits upon retirement at age 65 or a reduced amount payable as early as age 55 or the 
completion of 10 years of service, whichever is later. The amount of normal retirement benefit, payable at 
age 65 as an annuity for the life of the employee only, is (i) 1% % of the employee’s annual average earnings 
during the three consecutive calendar years of highest earnings in the last 10 years of service multiplied by his 
years of credited service, minus (ii) 1% % of the employee's Social Security benefit multiplied by his years 
of credited service to a maximum of 50%. Earnings covered under the Pension Plan include all salaries and 
wages paid to an employee, including bonuses, overtime, commissions and amounts the employee elects to 
defer under the Savings and Investment Plan. The following table shows the approximate gross annual 
retirement benefits payable at age 65 to those eligible employees under the Pension Plan at various levels of 
accrued service and compensation. The approximate accrued years of service credited to Messrs. Richards, 
Doull, Howkins and O'Shaughnessy are 1, 11, 19, and 4, respectively. 


PinalsUhreeYear Accrued Years of Service 


Average 
Compensation J 10e 5 1b 20 | AASOR as F240) SS 
$50,000 perce. Teen AP ee $ 8,750 $13,125 $17,500 $26,250 $35,000 
SLOO000 Se Say eae Bs ee 17,500 26,250 35,000 52,500 70,000 
S250 0000.2 cs eae ee 43,750 65,625 87,500 90,000 90,000 
S500 000 See os, ane 87,500 90,000 90,000 90,000 90,000 
» VCS OKA. Ue ee eererelen, Neretien bila 90,000 90,000 90,000 90,000 90,000 


The above table illustrates gross benefits. The net benefits payable to employees will be the gross benefit 
reduced by the above-described percentage of the employee’s primary Social Security benefit. The above 
benefits are subject to the limit of section 415 of the Internal Revenue Code, which, in 1984, is $90,000. 
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Mr. Davis's pension and other benefits based on length of service to Inspiration Resources are computed 
under an arrangement that gives him years of service as if employed since March 1, 1967. 


Other Compensation 


In 1983, Inspiration Resources paid certain relocation expenses incurred by employees in connection 
with the reorganization, including approximately $56,000 incurred by Dr. Howkins. Also in 1983 prior to his 
relocation, Dr. Howkins received the benefit of a car leased for his use by a subsidiary at a cost of 
approximately $3,900. Inspiration Resources’ incremental cost with respect to personal benefits, including 
certain insurance coverage, provided to other executive officers is less than the minimum amounts required to 
be reported pursuant to Securities and Exchange Commission rules. 


EQUITY SECURITY OWNERSHIP 
Major Stockholder 


The following table shows, based on information received by Inspiration Resources from or on behalf of 
such person, the ownership, as of October 31, 1984, of Inspiration Resources’ securities by the only person 
known to Inspiration Resources to be the benefical owner of more than five percent of any class of Inspiration 
Resources’ voting securities. 


Percentage 
Amount and nature Percentage of total Percentage 

Name and address of beneficial 0 voting of total 

of beneficial owner Title of class ownership (1) (2) class (1) power(1) _ equity 
Minerals and Resources Common Shares 9,384,257, sole voting and 71.26 % 

Corporation Limited (2) investment power 45.59 % 59.67 % 

Sofia House Class A Shares 8,721,940, sole voting and 100% 
Church Street investment power 


Hamilton, 5-24 Bermuda 


(1) The shares shown as beneficially owned do not include 4,102,064 Inspiration Resources Warrants 
beneficially owned by Minorco, each of which entitles the holder to purchase either one Inspiration 
Resources Common Share or one Inspiration Resources Class A Share. 


(2) The shares beneficially owned by Minorco are held of record by one of its subsidiaries. 


Through its beneficial ownership of Inspiration Resources Common Shares and Class A Shares, Minorco 
owns approximately 60% of the equity of Inspiration Resources and an aggregate voting interest of 
approximately 46% in Inspiration Resources. The Inspiration Resources Class A Shares are convertible at 
any time at the option of the holder into the same number of Inspiration Resources Common Shares. If 
Minorco were to convert its Inspiration Resources Class A Shares into Common Shares, Minorco’s voting 
interest in Inspiration Resources would increase to its equity interest of 60%. However, Minorco has 
informed Inspiration Resources that it does not currently intend to exercise its conversion rights, except to 
maintain a voting interest in Inspiration Resources of slightly less than 50%. For a discussion of Minorco’s 
rights under the Subscription Offers, see THE SUBSCRIPTION OFFER — Major Stockholder and THE Ex- 
CHANGE OFFER. 


Messrs. Richards, Chairman of the Board, President and Chief Executive Officer of Inspiration Resources 
and Slack are Directors of both Inspiration Resources and Minorco. Messrs. Doull, Senior Vice President, 
Administration of Inspiration Resources, Holmes, and Phillimore, Vice President, Administration of Minorco, 
are Directors of Inspiration Resources and Alternate Directors of Minorco. 


Minorco is an investment company that holds investments in companies operating on six continents. 
These companies are principally engaged in investment banking and the marketing of commodities, the 
mining and marketing of precious and base metals and of diamonds, industrial operations and the coal and 
petroleum industries. The principal shareholders of Minorco are Anglo American Corporation of South 
Africa Limited (“AAC’’), a mining finance company, De Beers Consolidated Mines Limited (“De Beers’), a 
diamond mining and investment company, and Charter Consolidated P.L.C. (“Charter’’), an industrial and 
mining company, which own approximately 39%, 21% and 8%, respectively, of Minorco. Approximately 
36% of Charter’s outstanding ordinary shares are beneficially owned by Minorco through a wholly-owned 
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subsidiary. Approximately 38% of AAC is controlled, directly or through subsidiaries, by De Beers. 
Approximately 31% of De Beers is controlled, directly or through subsidiaries, by AAC. Mr. Harry F. 
Oppenheimer is Chairman of De Beers and a director of Minorco. He, together with certain members of his 
family, including Mr. Slack, have indirect partial interests in approximately 6.5% of the outstanding shares of 
Minorco, 8.3% of the outstanding shares of AAC, 5.7% of the outstanding shares of Danville and less than 
1% of each of the outstanding HBMS Special Shares and the outstanding HBMS Warrants. 


Directors’ and Officers’ Security Ownership 


The following table shows as of October 31, 1984 as to the Directors of Inspiration Resources 
individually and the Directors and officers of Inspiration Resources as a group, the equity securities of 
Inspiration Resources, Danville, HBMS, Madison, AAC, Charter, De Beers and Minorco that, as of such date, 
were beneficially owned by them. 


Number of shares 


beneficially 
Name Title of class of shares owned (1) (2) (3) (4) 

Ho-PurdyCrawiord™. tn og Sa ee ee: Inspiration Resources Common 118 
Minorco Ordinary 500 

Richard¢h.” Davis t,..<-<) estasonae sos oe Inspiration Resources Common 12,240 
Adrian McD OuUll 32.5: 5 yy ae eatinne oe ee Inspiration Resources Common 12,240 
HBMS Warrants 2,000 

Madison Common 500 

George: DiGould) hic cpcteod ee Oey -c lteter tie eee Madison Common 7,050 
JackwAs Holes ncyt 5 one ears are cork AAC Ordinary 47,000 
PeBlair sHowkinsied sets Pi ear Inspiration Resources Common 17,592 
Robert’ H. (Jones's esses, PR ey aS Inspiration Resources Common 118 
Allen ieLamberttiy Seg - 0s. ee Se ee HBMS Special 6,819 
JcRe B Phulkmorer nse bee ie ee AAC Ordinary 4,300 
Minorco Ordinary 30,500 

Stanley-Re Raw] tre aheerstros, ge terre os le Danville Common 16,148 
Danville Convertible Notes 485 

Madison Common 3,000 

Reubentl’ Richards)’ sits Os ee AA ae Inspiration Resources Common 108,451 
Henry RaSlack. Soxede cumin: ole eoseue. 2 Inspiration Resources Common 250 
AAC Ordinary 1,000 

Alan‘Sweatman: tle u Pete, tere, OE Bi HBMS Special 1,478 
Directors and officers as a group (20 persons) Inspiration Resources Common 71,715 
Danviile Common 16,148 

Danville Convertible Notes 485 

HBMS Special 8,342 

HBMS Warrants 2,200 

Madison Common 10,550 

AAC Ordinary 52,300 

Minorco Ordinary 31,000 


(1) The numbers of shares shown as beneficially owned by Messrs. Davis, Doull, Howkins, and Richards and 
by all Directors and officers as a group include 12,240, 12,240, 16,932, 107,865 and 169,983 Inspiration 
Resources Common Shares, respectively, as to which such person or group had the right to acquire 
beneficial ownership pursuant to exercise on or before December 31, 1984 of employee stock options. 

(2) The numbers of shares shown as beneficially owned by Mr. Rawn and by all Directors and officers as a 
group include 2,468 shares of Danville Common Stock held in trusts, of which Mr. Rawn is a trustee and 
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as to which he has voting power, for the benefit of children of a Director of Danville. Mr. Rawn 
disclaims beneficial ownership of such shares. 


(3) Mr. Slack has sole voting and shared investment power over the shares shown as beneficially owned by 
him. 


(4) Except as otherwise noted herein, each Director or officer had sole voting and investment power over 
the shares shown as beneficially owned. Excluding Mr. Rawn’s beneficial ownership of approximately 
2.5% of the total issued and outstanding shares of Danville Common Stock, each Director individually 
and the Directors and officers as a group owned less than 1% of the total issued and outstanding shares of 
each of Inspiration Resources, Danville, HBMS, Madison, AAC, Charter, De Beers and Minorco. 


Restricted Securities 


Minorco and Directors and officers of Inspiration Resources may be deemed to be “affiliates” (as defined 
under the Securities Act) of Inspiration Resources. Shares owned by “affiliates” of Inspiration Resources will 
not be entitled upon resale to the exemption from the registration requirements of the Securities Act afforded 
by Section 4(1) thereof but will be eligible for resale without compliance with such requirements subject to 
the resale limitations of Rule 144 adopted under the Securities Act. In general, under Rule 144 as currently 
in effect, an “affiliate” of Inspiration Resources is entitled to sell, within any three-month period, the greater 
of 1% of the then outstanding Inspiration Resources Common Shares or the average weekly trading volume 
during the four calendar weeks preceding such sale. Rule 144 also requires that such sales be made in 
essentially unsolicited “brokers transactions” or to market-makers. In addition, any “affiliate” of Inspiration 
Resources may request Inspiration Resources to register for resale under the Securities Act some or all of the 
Inspiration Resources securities held by such “affiliate”, although Inspiration Resources has not formally 
agreed to do so. 


CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 


During 1988, Inspiration Resources, its subsidiaries and Minorco participated in the reorganzation 
described above. See BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Corporate History. Prior to 
such reorganization, HBMS was owned 44% by Mincan, an affiliate of Minorco, and Inspiration Resources 
was owned equally by HBMS and another affiliate of Minorco. 


During 1983, Minorco acquired from Inspiration Resources 4,297,648 Inspiration Resources Common 
Shares, 3,906,480 Inspiration Resources Class A Shares and 4,102,064 Inspiration Resources warrants for an 
aggregate consideration of $111,494,100, including $30,000,000 previously advanced to Inspiration Resources 
in 1983. 


Inspiration Resources, through its subsidiaries, has invested part or, from time to time, all of their funds 
available for short-term investments in short-term notes of Ambay Services Limited (“Ambay’’), which until 
December 1983 was 50% owned by HBMS and 50% owned by Mincan. Ambay is now a wholly-owned 
subsidiary of Mincan. The maximum amount invested in such short-term notes during 1983 was $8,473,000. 
The return on these short-term notes has been not less than the return that would have been realized from 
investments in the commercial paper market. During 1983, Inspiration Copper paid $177,000 to Ambay for 
management of the proceeds derived from Inspiration Copper’s $90 million pollution control bonds. The 
rate of return on the investment of such proceeds has consistently been equal to or better than U.S. Treasury 
bill rates. During 1983, certain subsidiaries of Inspiration Resources borrowed funds from Ambay on normal 
commercial terms at rates comparable with the rates that would have been payable had the borrowings been 
made from a nonaffiliated lender. The maximum amount of such borrowings outstanding during 1983 was 
$8,281,000. 


During 1982, Inspiration Resources and HBMS entered into an agreement whereby each would 
reimburse the other for administrative services rendered to it by the other. In 1983 and for the first six 
months of 1984 under this agreement, Inspiration Resources reimbursed HBMS approximately $798,000 and 
$-0-, repectively; no administrative services were rendered to HBMS by Inspiration Resources. 


71 


During 1983, approximately $232,000 was spent (of which HBMS’s share was $109,000) pursuant to an 
agreement among HBMS, Mincan and Tombill Mines Limited (“Tombill”), a company associated with 
Mincan, whereby the cost of several exploration programs in Canada and any discoveries and profits resulting 
from such programs are shared by HBMS, Mincan and Tombill. For the first six months of 1984 $3,400 (of 
which HBMS’s share was $1,700) was spent pursuant to such agreement. HBMS, Mincan and Tombill have 
interests in a property for exploration that is held by a corporation owned 25% by HBMS, 22.5% by Mincan 
and 52.5% by Tombill. 


HBMS has a two-thirds interest in, and is manager of, a joint venture to operate the Whitehorse Copper 
mine in Canada. Mincan has the remaining one-third interest. HBMS buys all the concentrates produced by 
the joint venture at market prices for the metal contained and charges the joint venture for refining and 
marketing the metal. The Whitehorse Copper mine was permanently shut down at the end of 1982 and the 
concentrate inventory has been depleted. HBMS provides administrative services to Mincan and, in 1983 
and for the first six months of 1984, Mincan paid HBMS a fee of $110,000 and $95,000, respectively, therefor. 
A subsidiary of HBMS recently formed a joint venture with Mincan to provide for a joint program of 
exploration for, and development of, precious metals properties in Canada, excluding northern Manitoba and 
Saskatchewan. HBMS’s subsidiary, which will manage the joint venture’s operations, has a 60% interest and 
an affiliate of Minorco has a 40% interest. 


Prior to the reorganization, HBMS and Minorco had each guaranteed half of the $138,946,000 credit 
facility of Inspiration Resources that was used _ to secure principal and interest payments on installment notes 
repaid on January 17, 1983 to the vendors of the Sovereign Coal Group, Inc. and Harman Mining 
Corporation, subsidiaries of Inspiration Coal and for funding of working capital requirements. In January 
1983, HBMS and Minorco each advanced $30 million to Inspiration Resources to assist in repaying the 
installment notes with the balance of the required funds being advanced under the revolving term credit 
facility. The advances bore interest at the London Inter-Bank Offering Rate (LIBOR) plus % of 1% and 
were repaid in connection with the reorganization. The HBMS and Minorco guarantees were released and 
the facility was repaid in full and canceled in 1983 subsequent to the reorganization. 


Prior to the reorganization, HBMS, Minorco and Inspiration Resources agreed to provide funds to 
Inspiration Copper in proportion to their interests in an aggregate amount not exceeding $29.4 million to 
enable Inspiration Copper to redeem certain preference shares. In 1983, funds were provided to Inspiration 
Copper under this agreement only by Inspiration Resources. Also prior to the reorganization, HBMS and 
Minorco had each provided written assurances to the lenders to Inspiration Copper under a $150 million 
revolving credit agreement. This facility was repaid in March 1984. 


Messrs. Richards and Slack are directors, Messrs. Doull and Holmes are alternate directors and Mr. 
Phillimore is Vice President, Administration and an alternate director of Minorco. Mr. Phillimore is, and 
until February 1984, Messrs. Richards and Doull were, officers and directors of Mincan. Dr. Howkins was a 
director of Mincan until May 1983. 


See also BUSINESS AND PROPERTIES OF INSPIRATION RESOURCES — Petroleum for a description of the 
Madison Acquisition. Immediately prior to the consummation of the Madison Acquisition, Mr. Gould was the 
Chairman and Chief Executive Officer of Madison and Mr. Rawn was the Chairman and Chief Executive 
Officer of Danville. 


During 1983, Inspiration Resources provided loans to certain of its employees in connection with their 
relocation. Generally, the loans are secured by residential mortgages and have terms of 20 years and an 
interest rate of four percent. The largest amounts outstanding during 1983 and the amounts outstanding at 
September 30, 1984 for such loans to Directors and executive officers of Inspiration Resources were: Mr. 
Doull — $400,000 and $384,397, respectively; Dr. Howkins — $477,500 and $292,540; Mr. 
O'Shaughnessy — $445,000 and $344,137; Michael B. Smith, Vice President, Finance — $269,500 and 
$208,416. In addition, the largest amount outstanding in 1983 on 13-year, interest-free residential mortgage 
loans made by HBMS in 1979 to Dr. Howkins was $123,461 and made in 1980 to Mr. O’Shaughnessy was 
$217,715. These loans are no longer outstanding. 


Mr. Crawford is a partner of the law firm of Osler, Hoskin & Harcourt; Mr. Sweatman is a partner of the 
law firm of Thompson, Dorfman, Sweatman; and, until July 1983, Mr. Davis was a partner of the law firm of 
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Chadbourne, Parke, Whiteside & Wolff. These law firms were retained by Inspiration Resources (or 
subsidiaries thereof) during 1983 and 1984. 


EXPERTS 


The financial statements included in this Prospectus, except as they relate to unaudited interim periods, 
have been examined by various independent accountants. The companies and periods covered by these 
examinations are indicated in the individual accountant’s reports. Such financial statements have been so 
included in reliance on the reports of the various independent accountants and upon the authority of such 
firms as experts in auditing and accounting. 


The excerpts and estimates from the reports of H. K. van Poollen and Associates, Inc. and McDaniel & 
Associates Consultants Ltd. with respect to Trend and HBMS appearing under FINANCIAL STATEMENTS OF 
INSPIRATION RESOURCES CORPORATION AND SUBSIDIARIES: Unaudited Supplemental Information — Petro- 
leum Information have been included herein in reliance upon the respective reports of those firms and upon 
their authority as experts. 
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Responsibilities for Financial Statements 


Report of Independent Accountants 


The accompanying consolidated financial statements of 
Inspiration Resources Corporation and subsidiaries have 
been prepared in conformity with generally accepted 
accounting principles appropriate in the circumstances. 
The integrity and objectivity of data in these financial 
statements and accompanying notes and supplemental 
data, including estimates and judgments related to matters 
not concluded by year-end, are the responsibility of 
management. 


Management devotes ongoing attention to review and 
appraisal of its system of internal control. This system is 
designed to provide reasonable assurance, at appropriate 
cost, that assets are safeguarded and transactions and 
events are properly recorded. The system is augmented 
by careful attention to selection and development of 
qualified financial personnel, programs to further timely 
communication and monitoring of policies, and periodic 
review by internal auditors. The system is also evaluated 
by independent accountants during their examinations of 
the annual financial statements. 


These financial statements have been examined by our 
independent accountants. Their report expresses their 
opinion that the financial statements present fairly our 
financial position and results of operations in conformity 
with generally accepted accounting principles. Their ex- 
aminations are conducted in accordance with generally 
accepted auditing standards and include a review of inter- 
nal controls and sufficient tests to provide them with 
reasonable assurance that the financial statements neither 
are materially misleading nor contain material errors. 


br SU nr 


Senior Vice President, 
Administration 


To the Board of Directors and Stockholders of 
Inspiration Resources Corporation: 


In our opinion, based upon our examinations and the 
reports of other independent accountants referred to 
below, the accompanying consolidated statement of finan- 
Cial position and the related consolidated statements of 
operations and changes in stockholders’ equity and 

of changes in financial position present fairly the con- 
solidated financial position of Inspiration Resources Cor- 
poration and its subsidiaries at December 31, 1983 and 
1982 and the results of their operations and the changes 
in their financial position for each of the three years in the 
period ended December 31, 1983 in conformity with 
generally accepted accounting principles consistently ap- 
plied. Our examinations of these consolidated financial 
statements were made in accordance with generally ac- 
cepted auditing standards and accordingly included such 
tests of the accounting records and such other auditing 
procedures as we considered necessary in the circum- 
stances. We did not examine the financial statements of 
Trend International Limited (TIL) and Trend Exploration 
Limited (TEL) and, in 1982 and 1981, Hudson Bay Mining 
and Smelting Co., Limited (HBMS), consolidated sub- 
sidiaries, which statements reflect total assets constituting 
approximately 20% and 48% of consolidated assets at 
December 31, 1983 and 1982 and total revenues con- 
stituting 8%, 36% and 36% of consolidated revenues for 
the years ended December 31, 1983, 1982 and 1981, 
respectively. These statements were examined by other in- 
dependent accountants whose reports thereon have been 
furnished to us, and our opinion expressed herein, insofar 
as it relates to the amounts included for TIL, TEL and 
HBMS, is based solely upon the reports of the other in- 
dependent accountants. 


pe Ma apr 


153 East 53rd Street 
New York, New York 


February 28, 1984, 
except as to 

Note 14, which is 
as of March 8, 1984 


Deloitte 
Haskins-Sells 


AUDITORS' REPORT 


Board of Directors, 
Trend International Limited: 


We have examined the consolidated balance sheets of Trend 
International Limited and its subsidiaries as of 
December 31, 1983 and 1982 and the related consolidated 
statements of earnings, shareholders’ equity, and changes 
in financial position for each of the three years in the 
period ended December 31, 1983. Our examinations were 
made in accordance with auditing standards generally 
accepted in the United States of America and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, the accompanying consolidated financial 
Statements present fairly the financial position of the 
Company at December 31, 1983 and 1982 and the results of 
its operations and the changes in financial position for 
each of the three years in the period ended December 31, 
1983 in conformity with accounting principles generally 
accepted in the United States of America applied on a 
consistent basis. 


Lhe cteo Moatbe Sill 


DELOITTE HASKINS & SELLS 


Hamilton, Bermuda 
February 28, 1984 
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Deloitte 
Haskins--Sells 


AUDITORS' OPINION 


Board of Directors, 
Trend Exploration Limited: 


We have examined the consolidated balance sheet of Trend 
Exploration Limited and subsidiaries as of December 31, 
1983. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, such consolidated balance sheet presents 
fairly the financial position of Trend Exploration Limited 
and subsidiaries at December 31, 1983 in conformity with 
generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 


Nhe ibrbon iM 
DELOITTE HASKINS & SELLS 


Denver, Colorado 
February 28, 1984 
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OPINION OF INDEPENDENT CHARTERED ACCOUNTANTS 
ON THE 1982 AND 1981 CONSOLIDATED FINANCIAL STATEMENTS OF 


HUDSON BAY MINING AND SMELTING CO., LTD. 


Hudson Bay Mining and Smelting Co., Ltd.: 


We have examined the consolidated statement of financial 
position of Hudson Bay Mining and Smelting Co., Ltd. as at 
December 31, 1982 and the consolidated statements of earnings, 
retained earnings and changes in financial position for each of 
the two years in the period ended December 31, 1982. Our 
examinations were made in accordance with auditing standards 
generally accepted in Canada and, accordingly, included such 
tests and other procedures as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial statements (not 
included separately herein) present fairly the financial 
position of the Company as at December 31, 1982 and the results 
of its operations and the changes in its financial position for 
each of the two years in the period ended December 31, 1982 in 
accordance with accounting principles generally accepted in 
Canada applied, after giving retroactive effect to the adoption 
in 1983 of the accounting policy of capitalizing interest costs 
incurred during construction of certain assets in accordance 
with the recommendation of Statement No. 34 of the U.S. 
Financial Accounting Standards Board (previously such interest 
costs were charged to earnings as incurred), on a consistent 
basis. 


otetli Rhrhwusy fect 


DELOITTE HASKINS & SELLS 


Toronto, Canada 
July 6, 1983 


F-5 


PER MEANT ASS SEG REREAD PER PEE SSI I IND) BO I AN SP UT A OR OL A RS ES EES EET BP OED 
Inspiration Resources Corporation 


Consolidated Statement of Financial Position 


(in thousands) 1983 
Assets 
Cash and short-term investments $ 74,051 
Accounts receivable, less allowance for doubtful accounts 
of $2,267,000 in 1983 and $2,574,000 in 1982 107,585 
Inventories 130,352 
Income taxes recoverable 5,496 
Total Current Assets 317,484 
Investments 110,406 
Property, plant and equipment, net 650,592 
Other assets 32,649 
Total Assets $1,111,131 
Liabilities and Stockholders’ Equity 
Accounts payable $ 83,568 
Debt due within one year 55,041 
Accrued liabilities 40,695 
Income and other taxes payable 5,039 
Total Current Liabilities 184,343 
Long-term debt 350,901 
Deferred income taxes 41,352 
: Other liabilities 16,524 
Total Liabilities 593,120 
Stockholders’ Equity 
Capital stock: 
Common Shares, without par value; authorized 43,000,000 
shares; outstanding 11,829,000 and 6,956,000 shares 11,829 
Class A Shares, without par value; authorized 17,000,000 
shares; outstanding 8,721,000 and 4,644,000 shares; 
convertible into Common Shares on a one-for-one basis 8,721 
Trust Shares $0.0001 par value; authorized 16,500,000 shares; 
outstanding 9,699,000 and 4,354,000 shares 53,945 
Paid-in Surpius 367,654 
Valuation allowance —_ 
Currency translation adjustment (17,765) 
Retained earnings 93,627 
Total Stockholders’ Equity 518,011 
Total Liabilities and Stockholders’ Equity $1,111,131 


See accompanying notes to the consolidated financial statements. 
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At December 31 


1982 


>: 21,786 


119,037 
148,197 
ron 


296,781 


97,169 
664,494 
33,830 


$1,092,274 


$ 103,545 
78,484 
43,117 

8,180 


233,326 


387,998 
51,596 
10,092 


689,512 


6,956 


4,644 


24,213 
218,804 
Way? 15) 
(tS, 1) 
183,031 
402,762 


$1,092,274 


Consolidated Statements of Operations and Changes in Stockholders’ Equity 


Inspiration Resources Corporation 


Consolidated Statement of Operations 


(in thousands, except per share amounts) 


Year Ended December 31 


1983 1982 1981 
Revenues 
Net sales $762,128 $755,890 $840,002 
Interest and other income 17,846 23,852 50,525 
779,974 779,742 890,527 
Costs and Expenses 
Cost of sales 700,172 703,945 743,754 
Depreciation, depletion and amortization 75,436 65,969 63,013 
Exploration expense 2,947 TOTS 11,166 
General and administrative expense 34,808 34,520 29,152 
Interest expense 50,230 49,323 29,319 
863,593 861,432 876,404 
Earnings (loss) before taxes and extraordinary item (83,619) (81,690) 14,123 
Benefit of (provision for) income taxes, mining taxes and royalties 962 9,348 (27,175) 
Loss before extraordinary item (82,657) (72,342) (13,052) 
Extraordinary gain on sale of power plant _ 44,979 — 
Net Loss $ (82,657) $ (27,363) $ (13,052) 
Loss per share: 
Before extraordinary item $(3.82) $(4.45) $(.80) 
After extraordinary item $(3.82) $(1.68) $(.80) 
See accompanying notes to ihe consolidated financial statements. 
Consolidated Statement of Changes in Stockholders’ Equity 
Capital Paid-In Valuation Translation Retained 
(in thousands) Stock Surplus Allowance Adjustment Earnings Total 
Balance at December 31, 1980 $35,813 $ 89,135 $ — $(12,600) $244,577 $356,925 
Net loss (13,052) (13,052) 
Dividends (8,944) (8,944) 
Stockholder contribution 101,487 101,487 
Foreign translation adjustment TOS% 1,037 
Balance at December 31, 1981 35,813 190,622 — (11,563) 22aiosil 437,453 
Net loss (27,363) (27,363) 
Dividends ® (12,187) (12,187) 
Stockholder contribution 28,182 28,182 
Foreign translation adjustment (3,608) (3,608) 
Valuation allowance adjustment (19,715) (19,715) 
Balance at December 31, 1982 3,013 218,804 (19,715) (15,171) 183,031 402,762 
Net loss (82,657) (82,657) 
Stock dividend 1,452 5,263 (6,747) (32) 
HBMS Special Share offering 30,594 38,729 69,323 
Stockholder share purchases 8,204 103,290 111,494 
Exchanges of HMBS Special Shares (1,568) 1,568 a 
Foreign translation adjustment (2,594) (2,594) 
Valuation allowance adjustment 19,715 19,715 
Balance at December 31, 1983 $74,495 $367,654 $ _ $(17,765) $ 93,627 $518,011 


pee etek tech hota NN ae IT te en A RE A LE I ec IE al cS a en Dn a te dias ee ee EE 
(a) Cash dividends paid to former subsidiary stockholders who, subsequent to the reorganization, became stockholders of the Corporation. 


See accompanying notes to the consolidated financial statements. 
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Consolidated Statement of Changes in Financial Position 


(in thousands) 


Sources of Cash 
Operations: 
Loss before extraordinary item 
Add (deduct) non-cash items: 
Depreciation, depletion and amortization 
Deferred taxes 


Other income and expense items not affecting cash 


Decrease (increase) in current assets: 
Accounts receivable 
Inventories 
Income taxes receivable 
Increase (decrease) in current liabilities: 
Accounts payable 
Accrued liabilities 
Income and other taxes payable 
Cash provided by (used in) operations 
Proceeds from sale of power plant 
Other, net 


Total sources 


Uses of Cash 
Capital expenditures 
Dividends paid by subsidiaries 


Acquisition of subsidiaries, net of working capital acquired 


Total uses 


Decrease in cash and short-term investments before financing 


activities 


Inspiration Resources Corporation 


Year Ended December 31 


Financing Activities 
Proceeds from sale of capital stock and warrants 
Stockholder contributions 
Proceeds from long-term borrowings 
Reduction of long-term debt 
Increase (decrease) in debt due within one year 
Cash realized from (used for) investments 


Net proceeds from financing activities 


1983 1982 1981 
$(82,657) $(72,342) $(13,052) 
75,436 65,969 63,013 
(10,307) (22,131) 4,356 
9,576 7,411 2,719 
11,452 16,517 (25,463) 
17,845 25,079 (35,689) 
2,265 (5,929) (1,832) 
(19,977) 5,589 16,245 
(2,422) (3,577) 2,375 
(3,141) (4,285) (8,607) 
(1,930) 12,301 4,065 
os 17,742 28,343 
1,689 (15,770) (12,326) 
ee EC ee 
(71,597) (116,509) (197,814) 
es (12,187) (8,944) 
SS (13,454) (106,909) 
(71,597) (142,150) (313,667) 
(71,838) (127,877) (293,585) 
180,817 hs ss 
= 28,182 101,487 
191,834 101,844 218,922 
(228,931) (92,684) (12,923) 
(23,443) 57,962 6,146 
3,826 18,066 (87,027) 
124,103 113,370 226,605 
$ 52,265 $(14,507) $(66,980) 


Increase (decrease) in cash and short-term investments 


(a) Represents dividends paid to former subsidiary stockholders who, subsequent to the reorganization, became stockholders of the Corporation. 


See accompanying notes to the consolidated financial staternents. 
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Notes to the Consolidated Financial Statements 


1. Summary of Significant Accounting Policies 


Basis of presentation: 

The consolidated financial statements of Inspiration 
Resources Corporation (the Corporation) are prepared in 
conformity with generally accepted accounting principles 
in the United States and are presented in U.S. dollars. The 
consolidated financial statements include the following 
significant subsidiary companies: Hudson Bay Mining and 
Smelting Co., Limited (HBMS), Inspiration Consolidated 
Copper Company (ICC), Trend International Limited (TIL), 
Trend Exploration Limited (TEL), Terra Chemicals Interna- 
tional, Inc. (Terra) and Inspiration Coal Inc. (ICI). The Cor- 
poration follows the equity method of accounting for its in- 
terests in partnerships and joint ventures, and for 
associated companies in which it owns from 20% to 50% 
of the equity and exercises a significant influence. 

Effective July 6, 1983, the Corporation, HBMS and 
Minerals and Resources Corporation Limited (Minorco) 
completed a reorganization in which the joint interests of 
HBMS and Minorco in the Inspiration Resources group 
and TIL were consolidated into Inspiration Resources Cor- 
poration, a U.S. public company. HBMS and TIL became 
wholly-owned subsidiaries of the Corporation and Minorco 
retained an equity interest in the Corporation of approx- 
imately 60%. Effective December 30, 1983, TEL, which 
had previously been a wholly-owned subsidiary of TIL, 
was transferred to the Corporation in the form of a divi- 
dend and as of that date, TEL became a direct subsidiary 
of the Corporation. The consolidated financial statements 
and notes give effect to this reorganization of companies 
under common control and all adjustments necessary to 
account for the reorganization have been reflected herein. 

Certain prior period amounts have been reclassified to 
conform with current year presentation. In addition, prior 
period per share amounts have been restated to reflect the 
impact of the 2% stock dividend paid December 21, 1983. 


Inventories: 

Metals, agricultural chemicals, coal and all other saleable 
products are valued at the lower of cost or estimated net 
realizable value. Metal by-products are recorded at 
estimated net realizable value. The cost of all agricultural 
chemicals and of certain domestic metals inventories, in- 
Cluding all finished goods and metals in process at 
refineries, is determined using the last-in, first-out (LIFO) 
method. All other inventories are reported on the first-in, 
first-out (FIFO) basis. 


Property, plant and equipment: 

Mineral properties — Exploration costs with respect 
to operating mines or mines in the development 
stage and major mine development expenditures 
are capitalized and amortized by the unit-of- 
production method based on estimated proven and 
probable reserves. All other mineral exploration 
and development costs are expensed as incurred. 
During non-operating periods the capitalized costs 
of mineral properties are not amortized. 


Petroleum and natural gas properties — The full cost 
method of accounting is followed whereby all costs 
relating to the exploration for, and development of, petro- 
leum and natural gas properties are capitalized, whether 
productive or non-productive. Cost centers are estab- 
lished on acountry-by-country basis. Proceeds from the 
disposal of properties are recorded as asset reductions 
without recognition of gain or loss. Capitalized costs are 
amortized by the unit-of-production method based on 
estimated proved reserves. 

Plant and equipment—Expenditures for plant and 
equipment additions, major replacements and improve- 
ments are capitalized. Maintenance and repairs are 
charged to operations as incurred. Depreciation of plant 
and equipment is charged to expense on a straight-line 
basis over estimated useful lives or by the unit-of- 
production method based on estimated recoverable 
reserves. 


Foreign currency translation: 

Currency translation adjustments arise from the translation 
of the assets and liabilities of HBMS from Canadian dollars 
to United States dollars in accordance with Statement of 
Financial Accounting Standards No. 52. 


Business segments: 

Business segments information for the years ended 
December 31, 1983, 1982 and 1981 appearing 
elsewhere herein is an integral part of these financial 
statements. 


2. Acquisitions 


During 1981, the Corporation acquired all of the outstand- 
ing common stock of three coal mining operations. 
Sovereign Coal Group, Inc. and its associated company, 
Harman Mining Corporation, were purchased at a total 
cost of $151,602,000 including redundant working capital 
of $59,602,000, and Bailey Mining Company, Inc. was ac- 
quired for $250,000. 

In June 1981, the Corporation purchased the remain- 
ing 45% of the outstanding common stock of Terra for 
$51,147,000 and in May 1982 it also acquired the remain- 
ing minority interest in TIL for $12,577,000. 

The acquisitions have been accounted for using the 
purchase method with the results of operations of each ac- 
quired company consolidated with those of the Corpora- 
tion giving effect to the respective dates of acquisition. 
Current assets and all liabilities are included in the Con- 
solidated Statement of Financial Position at their estimated 
fair values. The excess of the acquisition cost over the 
book value of net assets acquired has been allocated to 
noncurrent assets, principally property, plant and equip- 
ment. 


Assets acquired and liabilities assumed were as 
follows: 


(in thousands) 1982 1981 
Property, plant and equipment (net) $ 15,724 $130,530 
Other assets 1,061 7,546 
16,785 138,076 

Noncurrent liabilities Sh S18| 25,586 
Minority interest in preferred stock — 5,581 
13,454 106,909 

Net current assets (liabilities) (877) 96,090 
S257i7 $202,999 


Had the acquisitions described above occurred on 
January 1, 1981, the pro forma unaudited results of opera- 
tions would have been as follows: 


(in thousands) 1982 1981 

Revenues $779,742 $916,699 
Net loss (26,699) (13,656) 
Loss per share $ (1.64) $ (.84) 


3. Inventories 
Inventories consisted of the following at December 31: 


1983 1982 
$ 59,226 


(in thousands) 
Metals — work in process 


— finished goods 4,223 2,293 

Agricultural chemicals 
—work in process 3,708 3,788 
—finished goods 48,530 66,800 
Coal — finished goods 1,366 1,998 
Materials and supplies 13,984 14,092 
$130,352 $148,197 


During 1983, 1982 and 1981, liquidation of LIFO inven- 
tory quantities carried at lower costs prevailing in prior 
years had the effect of reducing the Corporation's net loss 
by approximately $1,562,000, $2,646,000 and $652,000, 
respectively. Had the FIFO method of inventory valuation 
been used, total inventories would have been 
$19,006,000 and $22,468,000 higher than reported 
amounts at December 31, 1983 and 1982, respectively. 
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4. income Taxes, Mining Taxes and Royalties 


The Corporation and certain subsidiaries are reporting en- 
tities for income tax purposes in the United States, Canada 
and Indonesia. For U.S. Federal income tax purposes, the 
Corporation is in aloss position on a consolidated basis 
and does not record future income tax benefits. U.S. 
Federal income taxes have not been provided on the un- 
remitted earnings of foreign subsidiaries since such earn- 
ings are deemed to be permanently reinvested and 

are not material. Tax allocation is used by an 

indirect, domestic subsidiary not included in the 
Corporation’s U.S. Federal income tax return and 

by foreign subsidiaries providing Canadian and 
Indonesian income taxes. 


Components of U.S. Federal and foreign income 
taxes, and mining taxes and royalties are as follows: 


(in thousands) 1983 1982 1981 
Benefit of (provision for) income 
taxes: 
Current — U.S. $ 278 $ 8,475 $ (5,442) 
— Foreign (8,567) (20,031) (13,959) 
Deferred — U.S. 2,342 5,066 (1,943) 
— Foreign 7,034 18,104 (2,585) 
1,087 11,614 (23,929) 
Benefit of (provision for) mining 
taxes and royalties: 
‘Current (1,056) (1,227) (3,418) 
- Deferred $31 (1,039) 172 
(125) (2,266) (3,246) 
$ 962 $ 9,348 $(27,175) 


Deferred income taxes result from differences in the 
timing of deductions for financial reporting and income tax 
purposes. Results of operations for the years ended 
December 31, 1983 and 1982, as reported, were net of 
$9,376,000 and $23,170,000, respectively, of deferred 
income tax benefits related primarily to current year 
operating losses. These income tax benefits will be real- 
ized for income tax purposes in future periods. An analysis 
of deferred income taxes follows: 


(in thousands) 1983 1982 1981 
Depreciation and depletion $ 6,391 $ 8,972 $(3,607) 
Amortization of mine 
development (1,968) (3,759) (691) 
Exploration expenditures 1,289 2,830 579 
Currentloss 3,102 16,890 = 
Other 562 (1,763) (809) 
$ 9,376 $23,170 $(4,528) 


Income (loss) before income taxes and extraordinary 
item, but after deduction of mining taxes and royalties, is 
as follows: 


(in thousands) 1983 1982 1981 

United States $(107,388) $(100,898)  $(44,699) 

Foreign 23,644 16,942 55,576 
$ (83,744) $ (83,956) $10,877 


Reconciliation of the U.S. Federal statutory income tax 
rate to the effective income tax rate is as follows: 


6. Property, Plant and Equipment 
Property, plant and equipment consisted of the following 


1983 1982 1981 atDecember 31: 
Statutory income tax (recovery) 
rate (46.0)% — (46.0)% 26 oo (IDOUSAROS) iy COB ORB it. wh ees enn sl OBS 5 5 rer) nl 982 
Unrecognized tax effect of Metals—property, plant and 
certain subsidiaries’ losses 48.4 42.7 209.1 equipment $ 585,668 $ 591,143 
Inventory allowance (.8) (1.1) (5.8) —unamortized mine 
Difference between U.S. and development expenditures §5,932 42,852 
foreign tax rates (5.0) (14.3) (36.0) Petroleum 223,228 200,348 
Historical deferred tax credit Agricultural chemicals 85,523 77,789 
rates 1.6 82 145 Coal—property, plant and equipment 127,922 127,831 
Nontaxable income (.7) (2.2) (22.6) —unamortized mine 
Dividend from foreign subsidiary 5.5 — _ development expenditures 1,249 os 
Capitalized financing costs (2.4) — —_ 1,079,522 1,039,963 
Non-deductible expenses 2.8 on — Less accumulated depreciation, 
es ee re (4.3) oF 3 depletion and amortization (428,930) (375,469) 
Guar ® any ae $ 650,592 $ 664,494 
Effective income tax (recovery) nah 
rate (1.3)% (13.8)% 220.0% During 1983, certain mining and related operations 


At December 31, 1983, the Corporation had unre- 
corded net operating loss carryforwards of $230,000,000 
expiring in varying amounts from 1992 through 1998 and 
unrecorded investment tax credit carryforwards of 
$12,929,000 expiring in varying amounts from 1989 
through 1998. 


5. Investments 


The Corporation acquired a 27% interest in Adobe Oil & 
Gas Corporation (Adobe) in August 1981 for $86,039,000. 
This investment is accounted for by the cost method 
because the Corporation does not exercise a significant 
influence over Adobe. At December 31, 1983, the market 
value of this investment exceeded its carrying value by 
approximately $566,000. At December 31, 1982, a 
temporary decline in market value of $19,715,000 was 
recognized by charging the valuation allowance account, 
a separate component of stockholders’ equity. 


were in production at levels significantly below normal 
operating capacity or temporarily idled for a significant 
part of the year as a cost containment measure. In the 
opinion of management, no reduction in the carrying value 
of these investments, which are not significant, is 
required as there has been no permanent decline 
in value. 

7. Debt Due Within One Year 


Debt due within one year consisted of the following at 
December 31: 


(in thousands) 1983 1982 
Short-term borrowings $50,000 $ 7,900 
Current maturities of long-term debt 5,041 70,584 

$55,041 $78,484 


The Corporation and its subsidiaries have unsecured 
short-term lines of credit with banks aggregating approx- 
imately $122,000,000, of which $72,000,000 were 
available at December 31, 1983. Interest is charged at 
current market rates. With respect to $30,000,000 of these 
lines, working capital and borrowing restrictions apply and 
commitment fees of ¥s of 1% are charged on the unused 
portion. Compensating balances, which are not legally 
restricted, are required under $20,000,000 of the lines. All 
the lines of credit are subject to periodic review by the 
banks and generally may be withdrawn at any time. 


8. Long-term Debt 
Long-term debt consisted of the following at December 31: 


(in thousands) 1983 1982 
Revolving Credit Facilities $252,400 $220,822 
Unsecured Debentures, 9% and 
10%2%, due 1991 and 1995 52,196 59,385 
Unsecured Notes, 874% to 10%, due 
1984 to 1998 32,100 29,500 
Unsecured 9% notes _ 122,615 
Industrial Development Bonds, at 
various rates from 75% of prime to 
132%, due 1984 to 2011 15,800 20,777 
Other 3,446 5,483 
355,942 458,582 
Less current portion (5,041) (70,584) 
$350,901 $387,998 


Sinking fund and principal payments for each of the 
five years 1984 through 1988 are $5,041,000, 
$132,818,000, $7,409,000, $9,322,000 and 
$38,239,000, respectively. The Corporation presently 
intends to refinance during 1984, on along-term basis, 
approximately $124,000,000 of the amount shown as 
maturing in 1985. 

During 1983, the Corporation restructured its long- 
term credit facilities. The Corporation entered into a two- 
year $25,000,000 loan facility maturing August 31, 1985. 
In addition, an eight-year revolving credit and term loan 
facility of $175,000,000 was entered into which provides 
for revolving borrowings to December 31, 1987. At that 
time, the outstanding principal amount will convert to a 
term loan payable in eight equal semi-annual installments. 
A five-year interest exchange agreement was signed in 
March 1983 fixing the interest rate on $25,000,000 of 
floating rate borrowings at 12.14%. In February 1984, the 
rate on an additional $25,000,000 was fixed at 12.85% for 
five years. 

Previously existing long-term revolving credit and term 
loan facilities totaling $301,000,000 were canceled by the 
Corporation and certain subsidiaries during 1983. A 
subsidiary also reduced an $80,000,000 credit facility toa 
$40,000,000 revolving credit facility, which will convert to 
a four-year term loan in 1984 unless the revoiving period is 
extended. 

On December 30, 1983, agreement was reached to 
modify the $150,000,000 long-term revolving credit 
agreement of a subsidiary to reduce interest rates, 
eliminate restrictive covenants and release all security in 
consideration for an unconditional guarantee by the 
Corporation. The facility was subsequently arranged at the 
parent company level in early 1984 as a thirteen-month 
revolving Credit facility and the subsidiary’s arrangement 
was Canceled. 


Of the $390,000,000 of long-term credit facilities in 
place at year end, $129,838,000 was unused at 
December 31, 1983. Borrowings under these facilities 
bear interest at market rates under a variety of formulas. 
Commitment fees of 4- to 94-of-1% are charged on the 
unused portions. The agreements also impose certain 
restrictions on the Corporation and its subsidiaries with 
respect to indebtedness, investments, liens and disposal 
of property and require the Corporation to meet certain 
financial tests on a consolidated basis, including a 
minimum tangible net worth test. At December 31, 1983, 
the Corporation was in compliance with all such 
restrictions. 

In December 1983, the Corporation lodged with the 
trustee of certain pollution control revenue bonds sufficient 
U.S. government securities to provide for the legal 
defeasance of the debt issue pursuant to the terms of the 
indenture. The outstanding balance under this issue 
immediately prior to the date of the transaction was 
approximately $14,100,000, net of $75,900,000 of 
unspent funds held by the trustee. The loss on this trans- 
action, including the write-off of unamortized debt issu- 
ance costs, totaled $1,703,000 and is included in other 
income in the Consolidated Statement of Operations. 

Interest expense, as reported, is net of amounts 
capitalized on major construction projects of 
$2,636,000, $8,283,000 and $5,798,000 for the years 
ended December 31, 1983, 1982 and 1981, respectively. 


9. Commitments and Contingencies 


The Corporation and its subsidiaries are committed to 
various noncancelable operating leases for offices, mining 
and related equipment and storage facilities expiring at 
various dates through 1998. Aggregate minimum rental 
payments are as follows: 


(in thousands) 

1984 $10,102 
1985 8,411 
1986 5,939 
1987 4,634 
1988 and thereafter 18,570 


Total rental expense under all leases, including short- 
term cancelable operating leases, was approximately 
$11,621,000, $10,888,000 and $8,729,000 for the years 
ended December 31, 1983, 1982 and 1981, respectively. 


The Corporation is self-insured for a significant portion 
of a subsidiary’s workers’ compensation claims related to 
traumatic and Black Lung benefits. Traumatic injury claims 
are charged to operations in the year of occurrence. Antic- 
ipated Black Lung benefits, based on an actuarial study, 
are provided for by annual charges to operations. 

A subsidiary of the Corporation is required to redeem 
$510,000 of its preferred stock held by minority stock- 
holders each year until all of the preferred stockis 
redeemed. At December 31, 1983, $4,298,000 was held 
by minority stockholders. The subsidiary is also contin- 
gently liable at December 31, 1983 for discounted notes 
subject to recourse aggregating $2,469,000 and isa 
guarantor of $14,513,000 of first mortgage notes of an 
ammonia production facility partnership. 

A subsidiary of the Corporation sold its potash division 
assets in 1977 but deferred payment of related Canadian 
income taxes on the gain by electing to allocate Canadian 
exploration and certain development expenses incurred 
for a ten-year period ending in 1987 against the liability. As 
of December 31, 1983, eligible expenditures of approxi- 
mately $20,000,000 are required by December 31, 1987 
in order to eliminate payment of the related tax obligation 
of approximately $10,000,000, plus interest. 


10. Capital Stock 


The Corporation has authorized 43,000,000 Common 
Shares, 17,000,000 Class A Shares and 16,500,000 Trust 
Shares. The Common Shares and Class A Shares have a 
stated value of $1.00 per share and the Trust Shares have 
a par value of $0.0001 per share plus the stated value of 
the HBMS Special, Exchangeable, Non-Voting Shares 
(HBMS Special Shares), approximately $5.56 per share. 
Holders of Common Shares and Trust Shares are entitled 
to one vote and holders of Class A Shares to one-tenth of 
one vote per share, respectively, voting together as a 


Common Shares 

Stated 
(in thousands) Shares Value 
From inception through December 31, 1982 6,956 $6,956 
HBMS Special Share unit offering — — 
Minorco share purchase 4,298 4,298 
Exchanges of HBMS Special Shares 344 344 
2% stock dividend 231 231 
December 31, 1983 11,829 $11,829 


class. Holders of Common Shares and Class A Shares are 
entitled to share equally, on a per share basis, in dividends 
and other distributions by the Corporation. Each Class A 
Share is convertible at any time, at the option of the holder, 
into one Common Share. 

The Trust Shares underlie the HBMS Special Shares on 
a share-for-share basis. Generally, each HBMS Special 
Share is exchangeable, at the option of the holder, for one 
Common Share of the Corporation prior to the automatic 
exchange date (July 6, 1993, unless extended by HBMS). 
Holders of HBMS Special Shares generally have no voting 
rights in HBMS, but through the Trust Shares each has a 
vote equivalent to one Common Share of the Corporation. 
Holders of HBMS Special Shares are entitled to any 
dividend declared and paid on the Corporation's 
Common Shares. 

On August 9, 1983, HBMS sold in Canada 5,500,000 
units, each consisting of one HBMS Special Share and 
one-half HBMS Special Share Purchase Warrant (HBMS 
warrant), for net proceeds of $69,323,000. Also on Aug- 
ust 9, 1983, Minorco acquired 4,297,648 Common Shares, 
3,906,480 Class A Shares and 4,102,064 Corporation 
warrants for an aggregate consideration of $111,494, 100, 
including $30,000,000 previously advanced to the 


-Corporation in 1983. Each HBMS warrant entitles the 


holder to purchase one HBMS Special Share on or before 
August 9, 1986 and each Corporation warrant permits 
Minorco to acquire either one Common Share or Class A 
Share. The exercise price of all warrants is $16.63. 

On December 21, 1983, the Corporation paid a 2% 
stock dividend to holders of record on December 1, 1983 
of Common Shares and Class A Shares. Also on 
December 21, 1983, HBMS paid an equivalent stock 
dividend to holders of record on December 1, 1983 of 
HBMS Special Shares. | 

A summary of changes in the Corporation's capital 
stock issued and outstanding follows: 


Class A Shares Trust Shares Total 
Stated Stated Stated 
Shares Value Shares Value Shares Value 
4,644 $4,644 4,354 $24 (213 15,954 $35,813 
_ — 5,500 30,594 5,500 30,594 
3,906 3,906 == ee 8,204 8,204 
-- — (344) (1,912) $2 (1,568) 
AI 171 189 1,050 591 1,452 
8,721 $8,721 9,699 $53,945 30,249 $74,495 


The Corporation’s 1983 Stock Option Plan, which was 
adopted by the Board of Directors in August 1983 and is 
subject to stockholder approval, authorizes the granting, 
to key employees, of incentive stock options and 
nonqualified stock options to purchase a maximum of 
1,530,000 Common Shares at fair market value on the 
date of grant. Options generally may not be exercised 
prior to one year nor more than ten years from the date of 
grant. At December 31, 1983, nonqualified options to 
purchase 124,440 Common Shares at $13.113 per share 
and 142,290 Common Shares at $11.152 per share, all 
expiring in 1993, were outstanding but not exercisable, 
and 1,263,270 Common Shares were available for grant. 

In addition, options to purchase 26,979 Common 
Shares at $12.85 per share, expiring in 1987, and 5,865 
Common Shares at $14.44 per share, expiring in 1988, 
were outstanding and exercisable under the HBMS 1981 
Share Option Plan. These options were converted in the 
reorganization into options to purchase Common Shares 
of the Corporation. No additional options will be granted 
under the 1981 HBMS Share Option Plan. 

At December 31, 1983, 26,841,000 Common Shares 
were reserved for issuance upon conversion of Class A 
Shares, exchange of HBMS Special Shares and exercise 
of warrants and options. 

Loss per share data is based on the weighted average 
number of Common Shares that would become outstand- 
ing for the period after allowing for the full exchange of 
HBMS Special Shares and conversion of Class A Shares. 


11. interest and Other Income 


Interest and other income consisted of the following for the 
years ended December 31: 


(in thousands) 1983 1982 1981 


Inter $ 7,303 $11,609 $15,463 


Interest income 
Fertilizer service revenue 4,127 S26! 2,948 


Leasing income 3,586 3,174 2,482 
Joint venture earnings (ioss) it?s (iitskst8}) Sey 
Gain on sale of coal property — — 10,402 
Gain on forward metal sales — — 5,082 
Other, net 2,058 7,809 8,596 


$17,846 $23,852 $50,525 


12. Retirement Plans 


The Corporation and its subsidiaries maintain non- 
contributory pension plans that cover substantially all 
salaried and hourly employees. The Corporation charges 
pension costs as accrued based upon periodic indepen- 
dent actuarial valuations for each plan and funds the plans 
with independent trustees. Generally, the Corporation 
funds pension costs as they accrue. The total cost of plans, 
including amortization of past service costs over periods 
not exceeding 40 years, was approximately $4,564,000 in 
1983, $6,301,000 in 1982 and $7,465,000 in 1981. As 
permitted in Canada, a portion of the excess of plan assets 


and balance sheet accruals over the present value of 
accumulated plan benefits with respect to certain 
Canadian plans may be returned to the plan sponsor. This 
excess is being amortized over a ten-year period 
beginning in 1983 and had the impact of reducing 1983 
pension expense by approximately $1,700,000. 

With respect to domestic plans, at December 31, 1982 
and 1981, the dates of the latest actuarial reviews, the 
actuarial present value of accumulated plan benefits, 
substantially all of which are vested, totaled $53,361,000 
and $45,758,000, respectively, while plan net assets 
available for benefits were approximately $52,682,000 
and $41,937,000, respectively. The assumed rates of 
return used in determining the actuarial present value of 
plan benefits ranged from 6 to 8%. 

Pension expense for union employees covered by 
retirement plans administered by the Trustees of the 
United Mine Workers of America Health and Retirement 
Fund was $232,000 in 1983, $476,000 in 1982 and 
$642,000 in 1981. The relative position with respect to plan 
assets and accumulated plan benefits in this multi- 
employer plan has not been determined. 


13. Extraordinary Item 


A power plant at Island Falls, Saskatchewan, Canada and 
certain ancillary assets were transferred, under provincial 
statutes, to Saskatchewan Power Corporation on April 1, 
1981. Payments, net of tax provisions and related 
expenses, of $17,742,000 and $28,343,000 were 
received in 1982 and 1981, respectively. Due to the 
uncertainty of the amount of the consideration, recognition 
of the gain was deferred until 1982 when an extraordinary 
capital gain of $44,979,000, after related expenses and 
tax provision of $4,047,000, was recorded. 


14. Exchange of Oil and Gas Assets Subsequent to 
December 31, 1983 


Effective March 8, 1984, the Corporation entered into 
definitive agreements with The Madison Fund, Inc. 
(fviadison) and Danville Resources, Inc. (Danville) under 
which all of the shares of the Corporation’s wholly-owned 
subsidiaries, TIL and TEL, including the 27% interest in 
Adobe held by TEL, and certain investments of Danville 
will be transferred to Madison in exchange for new 
Madison shares. Danville will have approximately a 53% 
interest in Madison and the Corporation will have 
approximately a 58% interest in Danville on a fully-diluted 
basis. The transaction, which will be submitted for 
shareholder ratification at Madison's stockholder meeting 
on May 24, 1984, will be accounted for by the purchase 
method. Accordingly, the results of operations of Danville, 
which will consolidate the results of Madison, TIL and TEL, 
will be included with those of the Corporation for periods 
subsequent to the transaction date. 
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Business Segments Inspiration Resources Corporation 


December 31, 1983 


Agricultural 
(in thousands) Metals Petroleum Chemicals Coal Corporate Consolidated 
Revenues 
Net sales 
United States $171,671 $ 18,005 $247,019 $ 39,221 $ — §$ 475,916 
Indonesia — 40,116 _ — -~ 40,116 
Canada 242, 769%) 3:327 — — — 246,096 
414,440 61,448 247,019 39,221 _ 762,128 
Interest and other income 4,856 4,358 7,442 1,193 (3) 17,846 
Total revenues $419,296. $ 65,806 $254,461 $ 40,414 $ (3) $ 779,974 
Operating Profit (Loss) 
United States $ (18,953) $ (114) $ (10,867) $ (9,164) $ (3) $ (39,101) 
indonesia 22,722 — — _ 22,722 
Canada (7,908) 2,602 -- _ (5,306) 
$ (26,861) $ 25,210 $ (10,867) $ (9,164) $ (3) (21,685) 
Corporate and unallocated expenses (11,704) 
Interest expense (50,230) 
Benefit of income taxes, 
MER ON ALe SANG LOvallesins BEC ae ke ee Beane e062 
Net loss $ (82,657) 
identifiable Assets 
United States $222,575 $166,422 $173,139 $139,092 $5,833 $ 707,061 
Indonesia — 53,159 — — ~ 53,159 
Canada 340,972 9,897 — 42 — 350,911 
~ Total identifiable assets $563,547 $229,478 $173,139 $139,134 $5,833 ~$1,.111,131 
Depreciation, Depletion and 
Amortization $ 45,090 $ 18,994 coe oli Aotilte! Si2769 $ 765 $ 75,436 
Capital Expenditures $ 37,322 $ 24,786 % 8,299 $ 702 $ 488 $ 71,597 


(a) Includes export sales of $179,889,000, including $137,074,000 to the United States and the remainder to Europe. 


Business Segments 


Inspiration Resources Corporation 


December 31, 1982 


(in thousands) 


Revenues 
Net sales 
United States 
Indonesia 
Canada 


Interest and other income 


Total revenues 


Operating Profit (Loss) 
United States 
Indonesia 
Canada 


Corporate and unallocated expenses 
Interest expense 
Benefit of income taxes, 

mining taxes and royalties 


Loss before extraordinary item 


identifiable Assets 
United States 
Indonesia 
Canada 


Total identifiable assets 


Depreciation, Depletion and 
Amortization 


Capital Expenditures 


Metals 


$140,310 


201,164) 


341,474 
9,576 


$351,050 


$ (13,888) 


(33,799) 
$ (47,687) 


$217,519 


324,635 
$542,154 


$ 37,024 


$ 44,863 


Petroleum 


$ 15,228 
52,403 
2,890 


70,521 
4,888 


$ 75,409 


$ (1,146) 
33,002 
2,040 


$ 33,896 


$158,335 
40,392 
4,360 


$203,087 


$ 16,558 


$ 27,705 


Agricultural 


Chemicals 


$273,343 


273,343 
7,946 


$281,289 


$ (6,534) 


$ (6,534) 


$198,386 


$198,386 


$ 8,190 


$ 13,138 


Coal 


$ 70,552 


70,552 
1,495 


$ 72,047 


$ (5,397) 


$ (5,397) 


$146,781 


$146,781 


$ 4,197 


$ 30,803 


Corporate Consolidated 


$ 


(S3) 
(53) 


(53) 


$1,866 


$1,866 


$ 


$ 


(a) Includes export sales of $145,949,000, including $92,425,000 to the United States and the remainder to Europe. 
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$ 779,742 


$ (27,018) 


$1,092,274 


$ 65,969 


$ 116,509 


Business Segments 


Inspiration Resources Corporation 


December 31, 1981 


Agricultural 
(in thousands) Metals Petroleum Chemicals Coal Corporate Consolidated 
Revenues 
Net sales 
United States $157,701 $ 15,380 $319,134 $ 48,490 $ —' $ 540,705 
Indonesia — 53,982 — — = 53,982 
Canada 243,158@) ZAST. — — _ 245,015 
400,859 71,519 319,134 48,490 — 840,002 
Interest and other income 34,01 7°) Cava 8,280 Shit 606 SU o20 
Total revenues $434,876 $ 77,630 $327,414 $ 50,001 S 1606 $1 .890,;527 
Operating Profit (Loss) 
United States $ (12,508) Sa 14.94 $ 16,010 >) R767 Sa OOO? aS 7,309 
Indonesia -- 37,678 — — — 37,678 
Canada (1,405) 1,639 — — — 234 
$ (13,913) $40,751 $ 16,010 spam eA Swe $ 606 45,221 
Corporate and unallocated expenses (1,779) 
Interest expense (29,319) 
Provision for income taxes, mining taxes 
and royalties (ied) 
Net loss SammhsOD2) 
identifiable Assets 
United States $234 334 $196,944 $194,546 $117,343 $12,947 $ 756,114 
Indonesia — 24,263 —_ — — 24,263 
Canada 344,839 2,864 — _ — 347,703 
Total identifiable assets $579,173 $224,071 $194,546 $117,343 $12,947 $1,128,080 
Depreciation, Depletion and 
Amortization $ 37,838 $ 15,043 Scot oye S43 395 $ — $ 63,013 
Capital Expenditures $105,206 $ 56,453 $ 34,591 $ 1,564 $ — $ 197,814 


(a) Includes export sales of $152,160,000, including $122,505,000 to the United States and the remainder to Europe. 
(b) Includes $10,402,000 gain on the sale of a metal subsidiary’s investment in a coal property. 
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Unaudited Supplemental Information 


impact of Inflation 


In response to the concern that historical cost accounting 
disclosures do not adequately portray the cost of doing 
business and raising necessary capital, particularly during 
periods of extended inflation, the following experimental 
disclosures of certain financial information, adjusted for 
changes in the general price level (constant dollar data) 
and for changes in specific price levels (current cost data), 
are presented to supplement the traditional financial 
statements. 

In applying the constant dollar method, property, plant 
and equipment, inventories, and cost of sales and operat- 
ing expenses originally expressed in U.S. dollars have 
been restated into average 1983 constant dollars by ap- 
plying, as required, the U.S. Consumer Price Index for All 
Urban Consumers. Similarly, amounts originally stated in 
Canadian dollars have been restated into average 1983 
constant dollars by applying, as required, the Canadian 
Consumer Price Index for All tems. These Canadian 
amounts were subsequently translated to U.S. dollars at 
the year-end rates of exchange. 

In applying the current cost method, historical costs 
have been translated by applying specific price indexes 
except for oll and gas assets which have been translated 
with a general price index. The current costs of inventories, 
cost of sales and operating expenses are based on recent 
production or manufacturing costs. Depreciation, deple- 
tion and amortization have been calculated by applying 
the rates and methods used in historical cost accounting to 


the values of property, plant and equipment expressed in 
constant dollars and at current cost. 

As shown in the table, the constant dollar and current 
cost amounts for cost of sales vary only slightly from the 
historical amount, principally because the Corporation 
uses the LIFO method to account for a significant portion 
of inventories. Under the LIFO method of inventory valua- 
tion, cost of sales tends to reflect current rather than 
historical production or manufacturing costs. The historical 
amount, however, includes the effect of liquidating LIFO in- 
ventories, which is not present under constant dollar or 
current cost methods. 

Historical financial statements report depreciation, 
depletion and amortization expense based on the original 
cost of fixed assets, rather than on the higher current cost 
to replace the productive capacity of these assets. The 
$82,657,000 reported as net loss in the historical cost 
financial statements is equivalent to $130, 736,000 under 
the constant dollar method and to $128,862,000 based on 
current costs. It should be noted that the provision for 
taxes On income is not adjusted for changing prices or cur- 
rent costs because the additional expenses attributable to 
inflation are not deductible under existing income tax 
regulations. However, the adjustments made to reflect 
present economic values increase expenses, especially 
depreciation expense, and thereby increase the loss 
before taxes. This illustrates how income tax benefits are 
reduced by the portion of historical dollar loss which arises 
solely from changing prices. 


Year Ended Historical dollars Constant Current 
December 31, 1983 as reported dollars Cost 
(in thousands, except indexes) 
Revenues $ 779,974 $ 779,974 $ 779,974 
Cost of sales 700,172 704 933 703,831 
Depreciation, depletion and amortization 75,436 118,754 117,982 
Other costs and expenses 87,985 87,985 87,985 
863,593 911,672 909,798 

Loss before taxes (83,619) (131,698) (129,824) 
Benefit of income taxes, mining taxes and royalties 962 “ae IOC 962 
Net Loss $ (82,657) $(130,736) $(128,862) 
Purchasing power gain on net monetary liabilities $ 18,871 
Increase in current cost amounts of inventory and property, plant and 

equipment SS ease 
Effect of general inflation 36,628 
Excess of increase in current cost over the effect of general inflation $ 15,506 
Balance sheet data: 

Inventories $ 130,352 $ 146,987 

Property, plant and equipment, net $ 650,592 $ 817,475 

Net assets (stockholders equity) $ 518,011 $ 701,529 
Cumulative translation adjustment $ 2,459 
(SS RSS 2S BED GM ES EE SS SE OS AS RNA BT SS SRA A AE Wai A SES SPI SEEPS AE ES NE SSNS SL SE EE ESS SS PA ET I SE EES ED 
Comparative Data 1983 1982 1981 1980 1979 
Net sales (in thousands) — 

Constant 1983 dollars $762,128 $785,622 $939 130 $965,061 $870,546 

Historical $762,128 $755,890 $840,002 $774,208 $620,713 
Average U.S. Consumer Price Index (1967 = 100) 298.5 289.1 272.4 246.8 217.4 
Average Cdn. Consumer Price Index (1971 = 100) 277.7 262.5 236.9 210.6 OieZ 
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Petroleum Information 


Proved reserves of crude oil, including condensate and 
natural gas liquids, and natural gas are as follows: 


ey. eae United States Indonesia () Canada 
(Oil in thousands of barrels Crude Natural Crude Crude Natural 
gas in millions of cubic feet) Oil Gas Oil Oil Gas 
Proved Developed and Undeveloped 
Reserves 
December 31, 1980 2,256 15,884 8,889 593 4,157 
Revisions of previous estimates (177) (1,783) 4,181 6 (84) 
Extensions, discoveries and additions 293 BNiis) — —~ -— 
Production (334) (1,385) (1,420) (66) (199) 
December 31, 1981 2,038 15,631 11,650 SNCKE! 3,874 
Revisions of previous estimates g (5,242) 967 67 218 
Extensions, discoveries and additions 892 2,858 — = — 
__Production (373) (1,607) (1,463) (71) (179) 
December 31, 1982 2,566 11,640 11,154 529 3,913 
Revisions of previous estimates (139) 1,084 (519) 21 144 
Extensions, discoveries and additions 627 6,592 — — _ 
Production (428) (1,742) (1,360) (68) (167) 
December 31, 1983 2,626 17,574 9,275 482 3,887 
Proved Developed Reserves 
December 31, 1980 1,566 12,070 8,889 593 4,157 
December 31, 1981 1,853 14,336 11,650 533 3,874 
December 31, 1982 251630) 10,173 Wey! 529 3,913 
December 31, 1983 2,237 15,854 9,275 482 3,887 


(a) indonesian reserves represent an entitlement to gross reserves in accordance with a production-sharing contract. 


The estimates of oil and gas reserves for 1983 were 
made internally. Reserve estimates for 1982 and 1981 
were made by H.K. van Poollen and Associates, Inc. for 
United States properties, and by McDaniel & Associates 
Consultants Ltd. for Canadian properties. The entitlement 
to Indonesian reserves has been calculated internally for 
all years. No other reserve estimates have been 
reported to any federal agency for the years shown. 


During 1981, the Corporation acquired a 27% interest 
in Adobe Oil & Gas Corporation (Ado 1. This investment 
has been accounted for on the cost method because the 
Corporation does not exercise a significant influence over 
Adobe, and accordingly, no estimated reserve information 
has been included for Adobe. 

Productive wells and oil and gas acreage in which the 
Corporation held a working interest at December 31, 1983 
totaled the following: 


Oil Wells Gas Wells 

Gross Net Gross Net 
United States 265 60.95 77 28.32 
Canada 101 3.89 6 66 
Indonesia 232 62.66 1 — 
Total 598 127.50 84 28.98 

Undeveloped Acres Developed Acres 

Gross Net Gross Net 
United States 1,396,125 584 305 65,919 20,417 
Canada 33,386 11,820 8,501 2,574 
Indonesia 2,138, 167 920,898 5,672 1,531 
Paraguay 27,070,718 2,165,657 — ra 
Egypt detldeO7S 222,395 — na 
United Kingdom 25,176 906 = a 
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Wells drilled and completed in each of the last three years are as follows: 


1983 1982 1981 1 
Gross Net Gross Net Gross Net 
United States: 
Exploratory 
Oil 1 1 2 4 1G} Sur 
Gas 3 8 1 mt 8 eZ. 
Dry 9 3.6 13 S15) ISi// 24.3 
Total 13 4.5 16 4.0 78 29.2 
Development 
Oil 7 3.0 14 46 25 5.0 
Gas 6 1.6 2 EE 2. 1 
Dry rh 8 2.7 4 1050S FaReeE eee 1.8 
Total 21 7.3 20 5.8 33 6.9 
Canada 
Exploratory 
Oil — — = — = — 
Gas = = ae pa B's ut 
Dry _ — — -- 1 5 
Total _ — — = 1 5 
Development 
Oil nt — 4 13 — _ 
Gas —_ — — — — — 
Dry == ox — aes basi i 
Total 1 — 4 1 a — 
Indonesia and Other: 
Exploratory 
Oil _ — = =: — -- 
Gas 1 cS — — _ — 
Dry 5 1.6 3 8 1 3) 
Total 6 1.9 3 8 1 3 
Development 
Oil 14 3.8 32 8.6 26 7.0 
Gas —_ _ —_ _ _ 
Dry = = = — 2 a5; 
Total 14 3.8 32 8.6 28 TS 
Capitalized costs at Decemiber 31 were as follows: 
(in thousands) 1983 1982 
United United 
States Indonesia Canada Other‘) States Indonesia Canada Other) 
Proved properties $ 63,076 $ 74,422 $ 4,120 $ — $ 72,077 $ 69,826 $ 3,847 $ — 
Unproved properties 61,838 15,584 _— 4,231 40,796 8,524 — 4,110 
Accumulated depreciation 
and depletion (42,085) (54,257) (1,907) (1,797) (30,891) (48,160) (1,634) _ 


(4) Primarily Egypt. 
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Costs incurred for the years ended December 31 were 
as follows: 


United 

(in thousands) States Indonesia Canada Other) 
ISOS iron we ets ER ae ny) UR 
Property acquisition 

costs $ 1,804 $ — $— $ — 
Exploration costs 7,154 7,280 17 121 
Development costs so 14:254 45 (4,876 og 2738 Le 
1982 
Property acquisition 

costs $ 5,243 $ — $ — A 
Exploration costs 6,605 5,601 24 2,694 
Development costs 3,544 Sates 243 oa 
1981 
Property acquisition 

costs $25;311'5 $3,000 $ — oi) GIS 
Exploration costs 25,043 440 41 732 
Development costs 7,619 4,319 242 — 


(8) Primarily Egypt. 


At December 31, 1983, $8,320,000 of capitalized ac- 
quisition ara exploration costs were not subject to 
depreciation, depletion and amortization, including 
$6,466,000 related to Indonesian properties and the re- 
mainder to properties located in Egypt. Of the total, 
$210,000 was incurred during 1983, $5,416,000 in 1982 
and $2,694,000 in 1981. 

Additional seismic work will be performed on these 
properties during 1984 with exploratory drilling to be done 
in 1985. At that time, these costs will either be included in 
an amortization pool or written off. 

Sales prices and lifting costs for the years ended 
December 31 were as follows: 


1983 1982 1981 


Sales Prices: 
Crude Oil & Natural Gas Liquids 
($ per barrel): 
Canada $24.54 $21.71 $17.81 
United States 27.27 28.69 32.46 
Indonesia 29.43 34.88 35.00 
Natural Gas ($ per mcf): 
Canada $72:57 om 4 /ae ee orlndn 
United States 3.63 2.80 2.78 
Lifting Costs ($ per equivalent 
barrel): (#) 
Canada $5.31 $694 $ 3.94 
United States 6.30 7.86 8.98 
Indonesia 10.54 11.48 9.84 


(a) Unit lifting costs are expressed in equivalent units. Gas has been con- 
verted to oil based on a relative energy content of 6 mcf to 1 
equivalent barrel. Unit costs reflect only production costs, including 
windfall profit taxes but do not include amortization of capitalized 
costs or general overhead ex penses. 
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Results of operations for producing activities for the 
years ended December 31 were as follows: 


United 
(in thousands) States Indonesia Canada 
1 983) 
Revenues $18,005 $40,116 $2,421 
Production costs (4,531) (14,334) (479) 
Depreciation, depletion and 
amortization (16,768) (5,411) (191) 


income taxes (955) (12,673) (85) 
Br are, Minatent Prim 8 91575 Ngo Bhs B98.7 81,606 
1982 
Revenues $15,228 $51,659 $1,970 
Production costs (5,047) (16,788) (700) 
Depreciation, depletion and 
amortization (10,781) (5,134) (330) 
Income taxes 49 (16,497) (624) 
$ (551) $13,240 Sac 6 
1981 oe 
Revenues $14,695 $49,784 $1,728 
Production costs (5,071) (13,997) (391) 
Depreciation, depletion and 
amortization (10,047) (4,339) (206) 
Income taxes SIS) (18,331) (501) 
DP ( GSO) ime ol Olek al $ 630 


(a) Excludes a valuation provision of $1,797,000 attributable to Egypt, a 
cost center for which proved reserves have yet to be established. 


Results of operations for producing activities reflected 
above should not be equated with net income because the 
methodology utilized in computing income taxes differs 
from that utilized for the primary financial statements. In 
addition, interest, administrative and other expenses in- 
cluded in the primary financial statements have not been 
reflected herein and certain revenue and expense Items 
have been classified differently. 
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Information with respect to standardized measure of 
discounted future net cash flows relating to proved oil and 
gas reserves for the years ended December 31 follows: 


United 


(in thousands) States Canada Indonesia Total 


1983 
Future cash inflows 

from sale of oil and 

gas $121,356 
Future production 

and development 


$20,939 $268,276 $410,571 


costs (41,2387) (4,402) (202,986) (248,675) 
Future income tax 

expense __ (22,210) (4,180) (34,260) (60,650) 
Future net cash flows 57,859 12,357 31,030 101,246 
10% annual discount (19,569) (5,584) (8,743) (34,896) 
Discounted future net 
__cash flows $ 38,290 $ 6,773 $ 21,287 §$ 66,350 
1982 
Future cash inflows from 

sale of oil and gas $116,200 $22,179 $382,398 $520,777 
Future production and 

development costs (41,967) (5,459) (285,261) (332,687) 
Future income tax 

expense (19,757) (3'568)" (62/684) (75;959) 
Future net cash flows 54,476 1est52 44 503 te oeh 
10% annual discount (16,889) (5,558) Giro 8) (GSe7G5) 
Discounted future net 

cash flows SST S8iTe S594 SSuisSas $u785366 
1981 
Future cash inflows from 

sale of oil and gas $131,252 $ 16,910 $410,121 $558,283 
Future production and 

development costs (38,378) (4,259) (294,196) (336,833) 
Future income tax 

expense (23,925) (2,744) (62,306) (88,975) 
Future net cash flows 68,949 9,907 53,619 OLS) 
10% annual discount (29,275) (4,089) (14,143) (47,507) 
Discounted future net 

cash flows $ 39674 $5818 $ 39.476 $ 84,968 


An analysis of changes in standardized measure of dis- 
counted future net cash flows during the years follows: 


(in thousands) 


Beginning of year 
Additions, extensions and 


1983 1982 1981 
$ 78,366 $ 84968 $ 80,849 


discoveries less related costs 16,858 16,428 10,190 
Sales of oil and gas, net of 

production cosis (41,198) (46,322) (46,748) 
Development costs 6,545 6,918 3,985 
Changes in prices and production 

costs (30,613) (7,188) (9,287) 
Revisions of previous reserve 

estimates (1,102) (2,695) 24,978 
Income taxes 16,329 6,795 11,340 
Other 7,634 4,513 (5,539) 
Accretion of discount 13,531 14,949 15,200 
End of year $ 66,350 $ 78366 $ 84,968 
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The standardized measure of discounted future net 
cash flows, as prescribed by Statement of Financial 
Accounting Standards No. 69, is computed using the 
following methodology. Future cash flows are calculated 
by applying year-end selling prices to estimated future 
production of proved oil and gas reserves. Associated 
future production and develooment expenses, at current 
costs, and associated income taxes, computed by using 
statutory rates adjusted for permanent differences, are 
then deducted. The future net cash flows are then 
discounted at the prescribed rate of 10%. The standara- 
ized measure of discounted future net cash flows is not 
intended to be an estimate of fair market value since it 
does not give any consideration to the varying effects of 
inflation, risks which differ between domestic and foreign 
reserves or to probable reserves and unproved acreage. 
Rather it is provided exclusively for comparative use. 
However, because of the highly subjective nature of this 
data, the results may not be comparable to the information 
presented by other companies containing oil and gas 
operations. 


Mining 

Mineral reserves are commercially recoverable 
quantities, estimated on the basis of geological, 
geophysical and engineering data. Proven reserves 
are those with a reasonably high degree of certainty 
of being mined from known deposits by either 
primary or improved methods. Probable reserves 
are less well defined than proven reserves. 
Estimates of reserves can increase or decrease as 
development and production occur, or as mining, 
economic or other conditions and technology change. 


(tons, pounds and ounces in 


thousands) 1983 1982 1981 1980 
Proven and Probabie Mineral Reserves at December 31 


Active Mines: 

Underground (tons) 18,224 19,226 20996 22,538 
Copper % 2.10 2.30 2.29 2.38 
Zinc % 3.14 2.54 PAS 2.46 
Silver (0z./ton) 0.98 0.99 0.97 0.95 
Gold (0z./ton) 0.031 0.031 0.032 0.032 

Open pit (tons) 189,695 191,529 220,673 265,333 
Copper % 0.52 0.54 0.51 0.55 

Coal reserves (tons 
recoverable) 85,214 87,239 (b) 

Inactive Mines: 

Christmas open pit (tons) 7,567 7,567 Too, 11,613 
Copper % 0.63 0.63 0.63 0.62 

Ox Hide (tons) 28,573 28,573 28,573 ©) 
Copper % 0.30 0.30 0.30 (c) 

Christmas underground 
(tons) 20,131 20,131 ZOmoT 20,131 
Copper % 1.84 1.84 1.84 1.84 

Sanchez (tons) 79,362 79,362 79,362 79,362 
Copper % 0.36 0.36 0.36 0.36 

Tom Valley (tons) 10,800 10,800 9,508 a 
Zinc % 7.54 7.54 7.59 — 
Lead % 6.37 6.37 6.86 — 
Silver (0z./ton) 2.15 2 WS) 2.30 — 

Centennial (tons) 1,642 a _ — 
Copper % 1.48 _ —_— — 
Zinc % fi.90 _ — — 
Silver (0z./ton) 0.61 = = = 
Gold (0z./ton) 0.038 -- — = 

Osborne (tons)® 582 — — aa 
Copper % 2.45 = — — 
Zinc % 1.30 — = ae 
Silver (0z./ton) 0.10 — — — 
Gold (0z./ton) 0.003 — — = 

Tanco( 

Ore (tons) 1,005 1,081 1,154 1,210 
Stored tailings (tons) 702 702 743 798 
Tantalum 

pentoxide % 

Ore 0.131 0.138 0.144 0.139 

Stored tailings 0.065 0.065 0.065 0.073 

Whitehorse Copper 

Reserves (tons) (9) (9) 14325 1,842 

Copper (percent) (9) (9) ESS 1.40 

Volume of minerals mined 

(tons) (9) 898 800 854 


(tons, pounds and ounces in 
thousands) 


1983 1982 1981 1980 
Metals and Mine Production for The Year 


Volume of minerals mined 


(tons) 16,829 17,253 19693 13,294 
Production 

Copper (pounds) 212,376 193,625 194686 156,184 

Zinc (pounds) 72,544 63,276 56948 60,026 

Silver (ounces) 2,050 589 565 604 

Gold (ounces) 44 37 33 SO 
Coal production (tons) 1,149 1750 1,200 _ 
Average Market Price 
Copper (¢/pound)"” 71.90 65.82 78.66 96.76 
Ziric (€/pound)” 34.73 SIShi/e' 38.93 34.48 
Silver ($/ounce)” 11.46 7.95 TOSs3 20.65 
Gold ($/ounce)"’ 424.18 376.23 459.02 611.98 
Coal ($/ton)” 33.72 40.41 S775 = 


(a) Includes Corporation’s 44% interest in Trout Lake mine. 


(b) In 1982 standard parameters for calculating reserves based on 
U.S. Bureau of Mines criteria were used for the first time. The 1981 
reserves would not have differed materially from 1982 reported 
reserves if they had been calculated on the present basis. The in- 
itial investment in coal was acquired in 1981. 


(c) Included in active mines. 
(d) Under exploration. 


(e) Production ceased in 1983 for economic reasons. Reserve figures 
are included in active mines prior to 1983. 


(f) Tanco is 37.5% owned, figures represent 100%. 
(g) Economic reserves were exhausted by December 31, 1982. 


(h) New York Commodity Exchange (‘‘Comex’’) prices as published in 
Metals Week. 


(i) London Metal Exchange quoted cash prices as published in Metals 
Week. 


(i) Average selling price for coal sold by Inspiration Coal Inc. 
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Financial Summary 
Selected Quarterly Financial and Stock Market Data 


1981 


$ 169,318 
1,128,080 
950,443 
378,838 

$ 437,453 


$ 890,527 


876,404 
(27,175) 
(13,052) 


(13,052) 


(.80) 


$ (80) 


$ 197,814 


June 30 


$293,080 
6,675 
(12,122) 
$  (.74) 


$290,362 
7,391 
(13,169) 


1980 


$189,473 
806,372 
644,894 
169,110 
$351,753 


$832,373 
726,424 
(53,750) 
52,199 
1,450 
53,649 


3.21 
$ 3.30 


$111,155 


Sept. 30 


$189,529 
(6,062) 
(23,387) 
$ (1.01) 


$167,283 
(3,021) 
(22,881) 


(1.41) 


Toro 


$131,069 
672,940 
542,021 
116,030 
$320,455 


$641,371 
579,782 
(28,315) 
33,274 
3,149 
36,423 


2.05 
$ 2.24 


$ 74,152 


Dec. 31 


$153,054 
(13,084) 
(30,900) 
$ (1.02) 


$150,570 
(9,256) 
43,093 


(.12) 


Financial Summary 
(in thousands, except per share amounts) 1983 1982 
Financial Position 
Working capital $ 133,141 $$ 63,455 
Total assets 1,111,131 1,092,274 
Capital employed 926,788 858,948 
Long-term debt 350,901 387,998 
Stockholders’ equity $ 518,011 $ 402,762 
Operations 
Revenues $ 779,974 $ 779,742 
Costs and expenses 863,593 861,432 
Benefit of (provision for) taxes and royaities 962 9,348 
Earnings (loss) before extraordinary items (82,657) (72,342) 
Extraordinary items “— 44,979 
Net income (loss) (82,657) (27,363) 
Earnings (loss) per share: 
Before extraordinary items (3.82) (4.45) 
After extraordinary items $ (3.82) §$ (1.68) 
Capital Expenditures $. 71,597 >< $ 4116;509 
Selected Quarterly Financial and Stock Market Data 
(in thousands, except per share data) : March 31 
1983 
Net revenue $144,311 
Gross profit (3,956) 
Net loss (®) (16,248) 
Loss per share (®)) $ (1.00) 
1982 
Net revenue Sita 527 
Gross profit (16,813) 
Net income (loss) (34,406) 
Earnings (loss) per share: 
Before extraordinary item (2717) 
After extraordinary item $ (24) 


(a) Includes approximately $7,160,000 ($.24 per share) of nonrecurring charges in the fourth quarter. 


(.81) 
$ (.81) 


$ (1.41) 


SaapeeiOo 


(b) Quarterly loss per share amounts do not equal the full year amount for 1983 as a result of increased shares outstanding following the August 1983 


issuance of Common, Class A and HBMS Special Shares. 


The Common Shares of Inspiration Resources Corpora- 


tion began trading on the New York Stock Exchange on 
July 6, 1983 following the reorganization. Since that time, 
the high and the low stock prices were $1514 and $11% 
during the third quarter, respectively, and $1314 and $10% 
during the fourth quarter, respectively. The Corporation’s 


Class A Shares are not traded publicly and the HBMS 


Special Shares are not traded publicly in the United States. 


At January 31, 1984, 11,836,029 Common Shares were 


outstanding and held by 2,094 stockholders, 8,721,940 


Class A Shares were outstanding and held by a single 


stockholder, and 9,690,476 Trust Shares were outstanding 


and held by the trustee thereof. In addition, 10,048,484 
HBMS Special Shares were outstanding and held by 5,201 


stockholders, including 358,008 HBMS Special Shares 


The Class A Shares are convertible into and HBMS Special 


Shares are exchangeable for Common Shares of the 
Corporation. 


held by the Corporation. 
The Corporation paid a 2% stock dividend on 


December 21, 1983 on its Common Shares and Class A 

Shares. HBMS paid an equivalent dividend on its Special 
Shares on the same date. No other dividends have been 
paid by the Corporation since inception. 
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INSPIRATION RESOURCES CORPORATION 
CONSOLIDATED STATEMENT OF FINANCIAL POSITION 


June 30, 1984 and December 31, 1983 


(In thousands) 


June 30, 
1984 
ASSETS 
Current Assets 
Gashtandsshort=termenvestents amcor nce ro cmccs er ee eo en Ee ee eee GS TZ eal 
Accounts receivable, less allowance for doubtful accounts of $4,503,000 in 1984 and $2,267,000 in 
1 OS 3 Meer ewer cae sen eon ee CSTR Reet omen mR, SRO wad SRS PRT AM neat ee, Skee 146,513 
PNIVENLOTIGS Maret eth tan ce Dae) eee eR UU Ry tS coc PSR ORM REL Mcrae, Flee Wath Ole fr aR Ne 139,694 
Income: taxessrecoverable: Meme 2c eee cise ale ere settee tt ttt ot ___5,753 
Motaly Current ASSctswe eer eT ee te een Pd, Pee eee. hy eal gts ts 466,081 
Other Assets 
LITRELUGAANUG, | & Gee SLSR 0 15 EERUASUESE OMS oc Sp mP rch ate Sole: Sa Nae nee a eras 18. CAP renee Gon aac 290,210 
Broperty splantzand equipment met™se een: ero noe otek cutee tune nae eae ease 681,712 
Other assetsinemers «6.55. (OORT NRE AR cis, 5 PS eet Pt d Aen BONER Semen Bot, cg. cau gcausls ale aug eidmlane ___ 48,779 
BOLALSA'SSCUS ork yee Me aired Ses oc, DR Ae ee Fee ee RO ee is Nia a $1,481,782 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities 
ACCOUNUSH Day alleen see. on > see eeatearad one pmerarcb ys See oc oA aA eS Oe $ 109,714 
i Nporeranyerall' Veal ov TESTES 2 Cop eeneeat 6 crs. 5 gee. eae tS 2" NO Mle eee esl Wp ln Ske ay ely et we ne ver ONE e OR afte aleateey | Rae Rk 72,319 
ADebite GUE aw LN i ONC AV CAL rosea oe Une en BEn te RE BONS 2 Ae icon oS dR coos 69,202 
Incomerand: other taxesppayableiey ©.) seve bes haters Oh cult cake ap eae eas eich al adios Any wee 
Totali@urrent: Liabilities:....< Beye ise Wt ye eee. oe: SEU. co 259,710 
Other Liabilities 
ongetermycde btmeotnn coc erie rth eect aN MRI e ee P seen bor, recs) nc ane eee Om Oke see Coa Ress 377,677 
Otheriapilitieswmeye ce cate meet eee ee eaPeE, Cte | Creer Oe coe hea ue coe meee nee cnn hl, 12,682 
Deterredhincomertaxes merece eee eee eee ae pe aes a eee 20s lO aT oe REN Hi ek Se 41,354 
Minorityeinterestrese- ere ane keer rermie eal one ie Serer corte hey a ates ats 297,833 
Okalel sia bili tiesumeye omer eee ee ee wie ee an tal A eC Ry iain sth Se AS az 989,256 
Stockholders’ Equity 
Capital stock: 
Common Shares, without par value; authorized 43,000,000 shares; outstanding 12,540,000 
ANC SLIESZ8: OOOtshat eSaaeen es ees tere tees sre ee Res ee eh ee aL SRN OF 12,540 
Class A Shares, without par value; authorized 17,000,000 shares; outstanding 8,722,000 
shares; convertible into Common Shares on a one-for-one basis .................--- 8,722 
Trust Shares, $0.0001 par value; authorized 16,500,000 shares; outstanding 8,986,000 and 
9:698 OOO ;shares Sete ee eine tere, ARO, BOE TFN ES ONE EEL. 2 UTIEON A Se A 49,983 
Paiddint sur plusins ics k ais cect ei ase he eT a RE TOA he BER ees: MAME FEIN Mea s5i5 0 370,904 
Gurrencystranslationvad) ustrnen tapes. oar yeep ee eters cena Bs a (28,488 ) 
Retainedsearning sa mncat onan tie a itty a: soe Oras Sith he are Abin BUN ge eR eee ein aise 78,865 
‘LotalkStockholderss Eq uityean ease eee Seok eo eekrcieree eeace ey iowa 492,526 
Motaliliabilitiessand:Stoekholderselquity aa. acn ce nea eee ee nee $1,481,782 


See accompanying Notes to the Consolidated Financial Statements 
(Unaudited) of Inspiration Resources. 
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December 


31, 1983 


$ 74,051 


107,585 
130,352 
5,496 


317,484 


110,406 
650,592 
32,649 


$1,111,131 


$ 83,568 
40,695 
55,041 

5,039 


184,343 


350,901 
10,730 
41,352 


5,794 


593,120 


11,828 
8,722 


53,945 
367,654 
(17,765) 


93,627 
__ 518,011 
$1,111,131 


INSPIRATION RESOURCES CORPORATION 


CONSOLIDATED STATEMENT OF OPERATIONS 
Three Months and Six Months Ended June 30, 1984 and 1983 


(In thousands, except per share amounts) 


(Unaudited) 
Three months ended Six months ended 
June 30 June 30 
1984 1983 1984 1983 
Revenues: 
Netisales, WaNs © cla gacoctacge cdeiiea at cian aces i eee eee $343,459 $297,603 $532,571 $444,298 
Interest. and*tother incomer).4ee ee ee oe ae 6,877 6,508 13,247 11,280 
350,336 304,111 545,818 455,578 
Costs and Expenses: 
Costvof:sales 27 pheet 9.508 5 ss oe ee 285,098 261,725 447,764 385,683 
Depreciation, depletion and amortization ........................ 17,902 17,052 34,550 35,009 
Explorationsexpense: 2 saa. cas cs soe akon sore ce ee ee 1,663 648 3,572 1,793 
Generaliand administrative expense... ................s)san see = 26,394 20,691 43,034 35,280 
MinoritysinterestQe®. 27... 5.c\s0fiet hoa tatets el alee hee ae coe 965 95 1,074 195 
Interest expense Pes. © 5.5. cvessas cored Nor cee ie iO aber ee 13,549 15,809 25,028 29,002 
345,571 316,020 555,022 486,962 
Income; (loss )' beforestaxesss yg << 2 eich tes ee nee oe 4,765 (11,909) (9,204) (31,384) 
Benebt of; (provision fory Income taxes... 2 5. doa. sceaee se eee ee (4,292) (218) (5,558) 3,014 
Neti income (loss) 2.32 eyes SSCs en oa. Ua ee ee ec a $ 473 $(12,122) $(14,762) $(28,370) 
WeightedFaveravemumbermotesharesm ei eersrre ranean ane ena 30,249 16,272 30,249 16,272 
Incomer( loss) sper. shate ws 9. tn Gece od oe Paper Dee roe eae $ 0.01 $ (0.74) $ (0.49)  $ (1.74) 


See accompanying Notes to the Consolidated Financial Statements 
(Unaudited) of Inspiration Resources. 
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INSPIRATION RESOURCES CORPORATION 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Six Months Ended June 30, 1984 and 1983 


(In thousands) 


(Unaudited) 
Six months ended 
June 30 
1984 1983 
Retainedleartings abbéginning tok years ot 9G), LILES RE CA PAE $ 93,627 $183,031 
ING bel OSSiae begs rcus Sears Sane ore Leg eka a ieee endo ol Os EELS real SEE YSERA ARE CHIR ARE SYRae te (14,762) (28,370) 
Retamediearnings atvend.ob period .wesist rere: ded elon - eee & a eimai: FES tae oe ee $ 78,865 $154,661 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
Six Months ended June 30, 1984 and 1983 


(In thousands) 


(Unaudited) 
Six months ended 
June 30 
1984 1983 
Sources of cash 
GO) EL AUTOM Sr sets sa Na ses 5 5 at ahemeteyie vse oak annie a Sek cweah an a4, oh NER ee RON RR a al a A are Se ney RN AE $ 28,141 $( 25,949) 
Cash recognized in consolidation of Danville Resources, Inc, and Madison Resources, Inc.......... 95,135 _ 
FROtAlTSOUL CEST eae eT er Fe Ie ra Mine ie Mion enue ee 123,276 (25,949 ) 
Uses of cash 
Gaprtalrexpenditurestrrr assy els tne Ao racers hey RE eens Renta dara Ree, us Sota es (34,952 ) (30,000) 
(DIGI cad aoe Re ReneS TN le See ne ee ee Pe NE es ee i rg mo Pie teat Maa CATE F (3,472) Sew 
ALE UESeceend Palanan J Re Renard SEN: (een Come Dok A eR eee Bais ot ae Cee etree (38,424 ) (26,477) 
Financing activities 
Broceeds tromulong-terms borrowings mente) coe eea et apni. eae, Pe, At. Agate td PWR Ow, SPS UE 118,229 158,236 
Reduction‘ ofilongstermtdebty(raert te (0. Sher. Zoi eS eat ee, Bee ee rag os . OTL (110,615) (54,149) 
Imcreases( decrease); intdebtdueywithin one year tae). -.)) 6 4a. sete We oe Se} lee ea J8 eo. & 9,661 (56,841) 
@asherealized from (usedatow)pinvyestmentsamene 4s eee aati eek eee eee ae eee (2,057 ) 6,082 
Neth Proceed sh ecg seer tee es oe Ae sess se eae eae en a eve ek Oa Ba i 15,218 53,328 
Increase.in' cash’ and short-term investments 55440 ee ee eae et. Pee, ee eae $ 100,070 $ 902 


See accompanying Notes to the Consolidated Financial Statements 
(Unaudited) of Inspiration Resources. 
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INSPIRATION RESOURCES CORPORATION 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited) 


1. In the opinion of Management, the accompanying unaudited consolidated financial statements and 
notes thereto contain all adjustments necessary to summarize fairly the financial position of Inspiration 
Resources Corporation (the Corporation) for the periods presented. 


Certain prior period amounts have been reclassified to conform with current period presentation. In 
addition, prior period per share data has been restated to reflect the 2% stock dividend paid December 21, 
1983. 


2. Per share data are based on the weighted average number of Common Shares which would become 
outstanding after allowing for the full exchange of Hudson Bay Mining and Smelting Co., Limited Special 
Shares and conversion of Class A Shares of the Corporation. 


3. On April 3, 1984, the Corporation and Danville Resources, Inc. (Danville) each transferred to 
Madison Resources, Inc. (formerly Madison Fund, Inc.) (Madison) certain oil and gas interests in exchange 
for which 53% of the common stock of Madison was issued to Danville and 73% (68% on a fully-diluted 
basis) of the common stock of Danville (excluding Danville shares held by Madison, which are accounted for 
as treasury stock) was issued to the Corporation (subject, in each case, to certain post-closing adjustments). 


4. Inventories consisted of the following: 
June 30, December 31, 


1984 1983 
(in thousands) 

Metalsi—sworksitixprocess 4 ateasit ec ak v sro ne 4 re areeneeh edie ee ee ee $ 59,830 $ 58,541 
finished :goods di: %/25 Adve cheese kf ns cal a asete 5 oe at ee Peet es oa 13,855 4,293 
Agricultural chemicals:'—swork insprocess. 9.5.5-4./4-4255 4004544 2 oo i eee ae eee 4,078 3,708 
finished! goods -+7)h..2ense.tven Te set A. bare ail eee agit te tate 46,369 48,530 

Goal= finished goods Yt... .gasens seastey a Nig 2S. 8.4 Ae AO ee eee 934 1,366 
Materials and supplies Ss... ic e-< 2 dcyox'e oa Reaheget bee 6 a eee ee 14,628 13,984 
0) 2) (en nn ee nee AR Nr Reh Ey Reg ee EN STE ar tees digo ba booed oon eRe 6 $139,694 $130,352 


5. On July 9, 1984, the Corporation executed a loan agreement with a group of banks that provides for 
borrowings up to a maximum of $425,000,000. The unsecured, eight-year, revolving credit and term loan 
arrangement provides for borrowings under a variety of interest formulas and is subject to a commitment fee 
of % % on unused portions. Proceeds of the initial loans thereunder will be used to repay borrowings under 
the Corporation’s existing long-term facilities and these facilities will be subsequently canceled. The new 
loan agreement imposes restrictions on the Corporation with respect to investments, liens and sales of assets 
and requires the Corporation to meet certain financial tests on a consolidated basis. 


Also on July 9, 1984, the $25,000,000 fixed rate borrowing made in February 1984 under an existing 
agreement was restructured under a separate agreement having substantially the same restrictions as the 
$425,000,000 agreement. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 


To the Shareholders and Board of Directors 
of Madison Fund, Inc. 


We have examined the consolidated balance sheet of 
Madison Fund, Inc. and subsidiaries at December 31, 1983 
and the related consolidated statements of income, share- 
holders’ equity, and changes in financial position for the year 
then ended. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the cir- 
cumstances. We did not examine the financial statements of 
Danville Resources, Inc., an affiliated company. These state- 
ments were examined by another auditor whose report 
thereon has been furnished to us, and our opinion expressed 
herein, insofar as it relates to the equity in loss, net assets, 
and other financial information of Danville, is based solely 
upon the report of the other auditor. 


In our opinion, based upon our examination and the report 
of the other auditor, the consolidated financial statements 
referred to above present fairly the financial position of 
Madison Fund, Inc. and subsidiaries at December 31, 1983 
and the results of their operations and changes in their finan- 
cial position for the year then ended, in conformity with gen- 
erally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


COOPERS & LYBRAND 
1900 Three Girard Plaza 


Philadelphia, Pennsylvania 19102 
March 28, 1984 
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MADISON FUND, INC. AND SUBSIDIARIES 


REPORT OF OTHER AUDITOR 


The report of other auditor, Arthur Andersen & Co., is presented on the following page with respect to 
the 1983 consolidated financial statements of Danville. As noted in the report, Danville used the value 
method of accounting for its venture capital investments. Madison used the historical cost method of 
accounting for all its investments. In recording its equity in Danville’s loss, Madison has adjusted the venture 
capital investment of Danville from value method to historical cost to conform the accounting with its own 
policies. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 


To Danville Resources, Inc.: 


We have examined the consolidated balance sheet of 
Danville Resources, Inc. (a Delaware corporation) and subsidiaries 
as of December 31, 1983, and the related consolidated statements 
of operations, changes in stockholders' equity, and changes in 
financial position (not presented separately herein) for the year 
then ended. Our examination was made in accordance with generally 
accepted auditing standards and, accordingly, included such tests 
of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


As described more fully in Note 7 to Danville's financial 
statements, the fair values of Danville's venture capital investments, 
Sggregatimgwol.o,988,000 (15% of consolidated total assets) at 
December 31, 1983, have been determined by management. We have 
reviewed the procedures applied by management in valuing such 
investments and have inspected underlying documentation. While in 
the circumstances the procedures appear to be reasonable and the 
Gocumentation appropriate, determination of fair values involves 
Subjective judgment which is not susceptible to substantiation by 
auditing procedures. 


Le OurrsOp awn Longersubjectukoutherpossiblesmeiiect«on the 
financial statements of the valuation of investments determined by 
management as described in the preceding paragraph, the consolidated 
financial statements referred to above (not presented separately 
herein) present fairly the financial position of Danville Resources, 
Gnee ang Ssubsidiarves as Of December 31571983, andthe results’ of 
their operations and the changes in their financial position for the 
year then ended, in conformity with generally accepted accounting 
Principles applied on a basis consistent with that of the preceding 


V5 sae ae en 


ARTHUR ANDERSEN & CO. 


New. Yoox, New York 
PMarmcn. s)7a)9'S.4: 
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CONSOLIDATED BALANCE SHEET MADISON FUND, INC. AND SUBSIDIARIES 
SO eee 


ASSETS 
Current assets 
Cash and U.S. Treasury securities $131,009,868 
Marketable securities 13,440,438 
Other current assets 1,211,960 
$145,662,266 
Oil and gas properties (full cost method) 12,054,322 
Investments 
Affiliates 107,907,539 
Other 7,174,260 
115,081,799 
Other assets 266,385 


$273,064,772 
SS SSS SSSSsSllllsSssSeeasensueaassiassscoseanen 
LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 


Accounts payable and accrued expenses $ 5,103,855 
Income taxes 11,237,031 
$ 16,340,886 
Other long-term liabilities 697,875 
Deferred income taxes 1,090,885 
Shareholders’ equity 
Convertible preferred stock, Class A, 6% cum. $25 par value; 
215,532 shares authorized; 200,000 shares issued 5,000,000 
Common stock—$1 par value; 30,000,000 shares authorized; 
23,759,435 shares issued 23,759,435 
Additional paid-in capital 369,126,136 
Retained earnings 129,340,542 
Treasury stock, at cost (13,539,252 shares) (272,290,987) 
_ 254,935,126 


$273,064,772 
The accompanying notes are an integral part of the financial statements. 
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| CONSOLIDATED STATEMENT OF INCOME MADISON FUND, INC. AND SUBSIDIARIES 


For the Year Ended : December 31, 1983 
Revenue 
Interest at $17,412,847 
Other , ety lene atts tel 289,590 
17,702,437 
General and administrative expenses BR alah pidlhe P 6. ni Se BE IO FS) 5,662,818 
12,019,619 
Equity in loss of affiliates, net fl Benoa bot 3,3.16,461 
Income from continuing operations before income taxes 8,703,158 
Provision for income taxes 6,080,353 
Income from continuing operations 2,622,805 
Income from discontinued operations, 
less income taxes of $969,093 2,712,735 
Net income $ 5,335,540 


Earnings per common share 


Continuing operations $ .23 
Discontinued operations i: ame“: 
Net income $ .46 


CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY 


re 
(EA LT 
For the Year Ended December 31, 1983 Bhatia 
Class A Additional 
Convertible Common Paid-in Retained Treasury 
Preferred Stock Stock Capital Earnings _ Stock 
Balances at December 31, 1982 $23,759,435 $360,951,242 $154,141,747 $134,682,042 
Adjustment to record deferred income taxes 
(Note 1) (5,278,470) sis 
Balances at January 1, 1983, as adjusted __-- 23,759,435 360,951,242 148,863,277 134,682,042 
Issuance of preferred stock $5,000,000 5,000,000 
Equity in capital transactions of affiliate —___ 3,174,894 
Net income 5,335,540 
Dividends on preferred stock ($2.64 per share) ___ {528,000) 
Dividends on common stock ($1.50 per share) ____ (24,330,275) 
Purchase of treasury stock 137,608,945 
Balances at December 31, 1983 $5,000,000 $23,759,435 $369,126,136 $129,340,542 $272,290,987 


The accompanying notes are an integral part of the financial statements. 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


MADISON FUND, INC. AND SUBSIDIARIES 


For the Year Ended TRS 


2 December 31, 1983 
SOURCES OF FUNDS: 
Income from continuing operations $ 2,622,805 
Add items not affecting funds: 
Equity in loss of affiliates, net 3,316,461 
Deferred income taxes 2,630,921 
Other 536,133 
Funds provided by operations 9,106,320 
Income from discontinued operations, 
adjusted for items not affecting funds (4,838,514) 
4,267,806 
Disposition of investments, net of gain 106,590,188 
Decrease in notes receivable 17,264,176 
Issuance of preferred stock 10,000,000 
Equity in capital transactions of affiliate 3,174,894 
Increase in income taxes currently payable 8,981,622 
Decrease in accounts receivable 1,650,000 
Decrease in accrued income 1,859,900 
Other 581,053 
Total sources of funds 154,369,639 
USES OF FUNDS: 
Investment in affiliates 104,703,243 
Acquisition of oil and gas properties 12,054,322 
Purchase of marketable securities 20,531,785 
Dividends 24,858,275 
Purchase of treasury stock 137,608,945 
Decrease in accounts payable and accrued expenses 4,754,156 
Other 827,433 
Total uses of funds 305,338,159 
Decrease in funds 150,968,520 
Cash and U.S. Treasury securities, December 31, 1982 281,978,388 
Cash and U.S. Treasury securities, December 31 , 1983 $131,009,868 


The accompanying notes are an integral part of the financial statements. 


F-34 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Ba 


MADISON FUND, INC. AND SUBSIDIARIES 


1. CHANGE IN STATUS 

Pursuant to a vote by the Corporation's shareholders in 1982 
to authorize a change in the nature of the Corporation's busi- 
ness from that of an investment company and the decision in 
January 1983 to pursue a course of action of investing pri- 
marily in the area of natural resources, particularly domestic 
oil and gas, the Corporation completed selling its invest- 
ment company portfolio and began investing in controlling 
interests in natural resource companies and in oil and gas 
properties in 1983. On November 1, 1983 an order was issued 
by the Securities and Exchange Commission declaring that 
the Corporation was no longer registered as an investment 
company. Accordingly, the investment company activities in 
1983 are presented as discontinued operations and the Cor- 
poration’s new business (continuing operations) in 1983 are 
accounted for on the basis of historical cost in accordance 
with generally accepted accounting principles for operating 
companies as opposed to value accounting for investment 
companies. Furthermore, prior years’ financial statements 
have not,been presented since they are not comparable with 
current activities. However condensed financial data for prior 
years is presented in Note 13 for informational purposes. 


As a result of the change in its business, the Corporation no 
longer qualified as a regulated investment company under 
Subchapter M of the Internal Revenue Code. Consequently, 
the Corporation became subject to federal, state and local 
income taxes commencing January 1, 1983 and recorded an 
adjustment of $5,278,470 to retained earnings for deferred 
income taxes on cumulative timing differences, relating prin- 
_ Cipally to net unrealized appreciation of investments, at that 
date. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Principles of Consolidation 

The consolidated financial statements include the accounts 
of the Corporation and of its wholly-owned subsidiaries, 
Madison Resources, Inc. and Madison Ventures, Limited. The 
Corporation's investments in affiliates are accounted for by 
the equity method. Affiliates are companies in which the Cor- 
poration’s voting stock interest is 20% or more or where it is 
deemed that the Corporation has significant influence over 
operating and financial policies. The difference between the 
carrying amounts of investments in affiliates and the under- 
lying equity in net assets is being amortized based on an 
allocation of such difference to appropriate assets and lia- 
bilities of such affiliates at time of acquisition. The Corpora- 
tion’s investment in oil and gas joint venture activities is 
accounted for on the proportionate consolidation method. 


Investments 

U.S. Treasury and marketable securities are carried at the 
lower of aggregate cost or market. Other investments are 
carried at cost. 


Oil and Gas Properties 

The Corporation uses the full cost method of accounting for 
oil and gas exploration and production activities. Under this 
method of accounting, the costs of unsuccessful as well as 
successful exploration and development activities are cap- 
italized and are subsequently amortized to expense using the 
unit of production method. All costs associated with the 
acquisition and evaluation (primarily geological and geo- 
physical costs) of unproved properties are excluded from the 
amortization computation until it is determined whether or 
not proved reserves can be assigned to such properties. All 
such properties are assessed at least annually to ascertain 
whether impairment has occurred. While proved reserves 
were discovered by year-end 1983 on certain of the Corpora- 
tion's oil and gas properties, production had not yet com- 
menced and, therefore, there was no amortization of costs 
capitalized with respect to these reserves. Should the net 
capitalized costs, excluding the costs of unevaluated proper- 
ties, exceed the estimated present value of oil and gas 
reserves, such excess would be charged to expense. Pro- 
ceeds from disposals of oil and gas properties are applied as 
reductions of capitalized costs. 


Income Taxes 

Deferred income taxes are provided for items which are 
reported for income tax purposes in different periods than 
recognized for financial reporting purposes. Investment tax 
credits are recognized on the flow-through method. 


Deferred Compensation 

The Corporation has deferred compensation agreements 
with certain of its officers for which compensation costs are 
accrued over the respective officers’ estimated periods of ser- 
vice to the Corporation. 


Earnings Per Common Share 

Earnings per common share is determined by dividing net 
income by the weighted average number of common shares 
and common share equivalents outstanding during the year. 
Common share equivalents consist of common stock which 
may be issuable upon exercise of convertible preferred stock. 


3. DISCONTINUED OPERATIONS 

Revenues and expenses for 1983 related to activities as an 
investment company have been classified as discontinued 
operations in the accompanying Consolidated Statement of 
Income as follows: 


Investment income $1,374,363 
Operating expenses 2,027,557 
Netinvestmentloss _ == $ 653,194 
Realized gains on investments, net of 
change in unrealized appreciation 
recorded in prior years 4,335,022* 
$3,681,828 
Provision for income taxes 969,093 
Income from discontinued operations $2,712,735 


CSRS SSE SI TLS A SED ST ILE EO RN STITT 
*Includes adjustments to change the carrying amount of investments not sold 

from the value method of accounting to historical cost (see Note 1) which 

increased income by $1,900,371, net of related income taxes of $988,652. 


4. OIL AND GAS PROPERTIES 

In July 1983, the Corporation entered into a joint venture 
agreement with Conquest Exploration Company to partici- 
pate in an exploration and development program to the 
extent of up to $50 million. As of December 31, 1983 the 
Corporation had contributed $12.1 million for the acquisition, 
exploration and development of oil and gas properties, 

and is committed to an additional $12.9 million through 
June 30, 1984. 


5. INVESTMENTS IN AFFILIATES 

The Corporation's investments in affiliates at December 31, 
1983 is comprised of the following: 

ERE LIEN NSP I LENT PE EL I LT LEIS IT ST ES TET 


Carrying Percentage of 

Amount Voting Stock 

Danville Resources, Inc. ee $ 49,375,176 38.4 

Conquest Exploration Company 48,323,997 25.1 

Accutest Corporation 2,342,463 70.0 

Appalachian Company 7,865,903 18.0 
$107,907,539 


In 1983, the Corporation acquired 90,867 shares of Danville, in 
exchange for 120,000 convertible preferred shares of Sigma 
Resources Group, Inc., a $15 million subordinated note due 
from Danville and $10.8 million. The Corporation may receive, 
under terms of an agreement with Danville, additional shares 
of Danville stock (see Note 11). Shares acquired are subject to 
resale restrictions and have registration rights under certain 
circumstances. During 1983, Danville issued additional com- 
mon shares at amounts in excess of its net book value per 


share. These capital transactions increased the shareholders’ 
equity and the investment in Danville by $3,174,894. Danville 
follows the full cost method of accounting for its oil and gas 
exploration and production activities. 


In July 1983, the Corporation, through its wholly-owned sub- 
sidiary Madison Resources, Inc., purchased 5.2 million shares 
of common stock and 2 million warrants of Conquest, a 
publicly-owned company engaged in the exploration, 
development and production of oil and gas, for $48.1 million. 
The warrants can be exercised at $9.75 per share through 
February, 1987. The shares are subject to resale restrictions 
and the Corporation has agreed not to acquire more than 
30% of Conquest'’s outstanding common stock. Conquest fol- 
lows the full cost method of accounting for its oil and gas 
activities. 


In August 1983, the Corporation, through its wholly-owned 
subsidiary Madison Ventures Ltd., purchased stock of 
Accutest Corporation for $2 million. Accutest is a privately- 
held company engaged in engineering, manufacturing and 
marketing automatic test equipment for semiconductor man- 
ufacturers and users. 


In prior years, the Corporation purchased 588,167 shares of 
common stock and $5,601,000 principal amount of deben- 
tures of Appalachian Company, a privately-held company. 
The securities are subject to resale restrictions. 


A summary of the combined financia! information of affili- 
ated companies at December 31, 1983 and for the year then 
ended is presented below (dollars in thousands): 

SE PASTELS EL LTR I OE I SIE TES, 


Current assets $ 62,663 
Noncurrentassets _ 211,416 
Current liabilities 4 (34,482) 
Noncurrent liabilities (68,530) 
Redeemable preferred stock (5,431) 
Minority interest (4,715) 
Net assets $160,921 
Corporation's equity in net assets 

of affiliates $ 51,783 
Net sales $ 48,366 
Costs and expenses (55,538) 
Minority interest in loss 2,191 
Net loss $ (4,981) 
Corporation's equity in net loss of affiliates $ (3,316) 


*Includes adjustments to conform certain accounting policies and the amortiza- 
tion of excess purchase cost. The loss results principally from Danville for 
$4,690,000. 


6. OTHER INVESTMENTS 

The Corporation’s other investments of $7,174,260 represents 
various investments in oil and gas exploration and produc- 
tion activities. 
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The provision for income taxes consists of the following: 


Continuing Discontinued 
Operations Operations Total 
Current 
Federal $3,364,603 $5,376,481 $8,741,084 
State and local 84,829 155,709 240,538 
Deferred 2,630,921 (4,563,097) (1,932,176) 
$6,080,353 $ 969,093 $7,049,446 


The sources of the timing differences which gave rise to 
deferred taxes and the tax effects are shown below: 


Continuing Discontinued 


Operations Operations Total 

Amortization of discount on U.S. 
Treasury securities $1,383,797 — $ 1,383,797 

Oil and gas exploration and 

development costs 1,203,828 — 1,203,828 
Partnerships’ tax losses 554,196 _— 554,196 

Excess of book over tax bases of 
investments sold _ — $ (266,156) (266,156) 

_ Unrealized appreciation of invest- 
ments recorded in prior years __ (588,318) (4,205,938) (4,794,256) 
Equity in income of affiliates 227,763 — 227,763 
Other, net (150,345) (91,003) (241,348) 
$2,630,921 $(4,563,097) $(1,932,176) 


The effective income tax rates for financial reporting pur- 
poses differ from the statutory Federal income tax rate as 
a result of the following factors: 


Continuing Discontinued 


Operations Operations 

Statutory Federal income tax 

rate 46.0% 46.0% 
Equity in loss of affiliates, net _ 23.1 -— 
Capital (gains) loss,net _ V2 (17.7) 
Dividendexclusion _ (0.6) (3.6) 
State and local taxes, net of Federal 

benefit 1.6 1.0 
Other, net (1.4) 0.6 
Effective income tax rate 69.9% 26.3% 


Income tax liabilities at December 37, 


1983 consist of: 
Income taxes 
Currently payable oa $ 8,981,622 
Current deferred 2,255,409 
$11,237,031 
Noncurrent deferred income taxes $ 1,090,885 


8. CONTINGENCIES AND COMMITMENTS 

Litigation 

In 1981, the Corporation brought an action against certain 
officers and directors of AM International, Inc. alleging that 
the defendants violated various federal and state securities 
laws in connection with the sale of 1,636,000 shares of AMI 
common stock to the Corporation. The complaint seeks 
recevery of damages of not less than $24,000,000, and also 
names as defendants the financial advisor for AMI in the 
stock sale and auditing firm of AMI at the time of the sale. 
The Corporation is unable to predict the outcome of the legal 
action on its behalf. 


In January 1984, an amended complaint was filed in an exist- 
ing shareholder derivative action against the Corporation and 
certain of its present and former directors. The action alleges 
various breaches of fiduciary duty owed by the directors in 
connection with the proposed but abandoned merger with 
Warner Communications Inc. and the January 1983 decision 
(i) to remain an independent company emphasizing domes- 
tic oil and gas and (ii) to enter into an agreement for the 

sale of equity in the Corporation to a private company. The 
action seeks rescission of the above-described agreement, 
injunctive relief and damages. The Corporation and the direc- 
tor defendants believe the claims set forth in the action are 
without merit. 


3. RETIREMENT PLAN 

The Board of Directors voted to terminate the Corporation's 
Retirement Plan effective April 1, 1983. Approximately 
$812,900 excess assets from the Plan will be returned to the 
Corporation of which $714,900 is reflected in income from 
discontinued operations. 


10. SHAREHOLDERS’ EQUITY 

Preferred Stock 

On January 27, 1983, the Corporation entered into an agree- 
ment with Phidel Corporation N.V. (“Phidel”) under which the 
Corporation issued 200,000 shares of Convertible Preferred 
Stock, Class A, $25 par value (the “Preferred Stock”), subject 
to certain restrictions, for $10 million (see Note 11). Each share 
of the Preferred Stock is entitled to a 6% cumulative annual 
dividend and is convertible into 2.1834 shares of common 
stock. The conversion rate is subject to adjustment in the 
event of stock dividends, stock splits and similar events. Divi- 
dends in arrears may be converted into Common Stock at 
$50 per share. The Preferred Stock is redeemable at the 
option of the Corporation after January 31, 1988 at $50 a 
share plus accrued dividends and, under certain circum- 
stances, the Corporation has a right of first refusal related to 
sales of Preferred Stock. 


Treasury Stock 
On March 4, 1983, the Corporation purchased 6 million shares 
of its common stock for $137,608,945, including expenses, 
pursuant to a tender offer to all its shareholders commencing 
on February 9, 1983. These shares were purchased at a price 
of $22.90 per share. 


11. SUBSEQUENT EVENTS 

On March 8, 1984, the Corporation entered into an agreement 
with Inspiration Resources Corporation, Danville Resources, 
Inc. and certain Danville subsidiaries. Subject to regulatory 
approval, the Corporation will acquire all of the common 
stock of Trend International Limited and Trend Exploration 
Limited and 4,385,062 common shares (27%) of Adobe Oil & 
Gas Corporation from Inspiration and 4,310,046 common 
shares (36%) of Marline Oil Corporation and 1,040,069 com- 
mon shares (6%) of Aberford Resources Limited from Dan- 
ville in exchange for the issuance to Danville of 11,070,077 
shares of the Corporation's common stock held in treasury 
valued at $265,681,848 ($24 per share) and the issuance by 
Danville to Inspiration of 391,698 common shares of Danville’s 
common stock. In addition, the agreement provides that, 
upon the receipt thereof by Danville, Danville shall transfer to 
the Corporation 671,287 additional Marline common shares 
and $1,427,544 principal amount of Promissory Notes of 
Marline, convertible into 178,443 shares of Marline common 
shares, which Danville may acquire. In consideration for the 
transfer of these interests, the Corporation shall transfer addi- 
tional treasury shares to Danville, at the rate of one share for 
each three shares of Marline common shares and one share 
for each $24 principal amount of Promissory Notes. Addi- 
tionally, Danville will issue 8,750 of its common shares to the 
Corporation pursuant to an agreement entered into in 1983. 
As a result, Inspiration will own approximately 58% of the 
common shares of Danville on a fully diluted basis, Danville 
will own 53% of the outstanding shares of the Corporation 
and Corporation's interest in Danville will be reduced to 
approximately 15%. 


The agreement also provides for the possible issuance of 
further shares of the Corporation to Danville and Danvilie 
shares to Inspiration at the same value based on a subse- 
quent evaluation of certain of Trend Exploration’s U.S. oil and 
gas interests. As part of the agreement, the Corporation has 
also agreed to issue to Danville a 5-year warrant to purchase 
up to 2.2 million shares of the Corporation’s common stock 
at $24 per share and Danville has given the Corporation the 
option to resell to Danville the Aberford and Marline interests 
at purchase cost at the end of three years. 
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On March 19, 1984 a purported class action was filed in Dela- 
ware Chancery Court on behalf of a shareholder of the Corpo- 
ration against the Corporation, certain present and former 
directors of the Corporation, Inspiration Resources Corpora- 
tion and Danville Resources, Inc. challenging a series of trans- 
actions among the corporate defendants. The complaint 
accuses the defendants of entrenchment and manipulation 
of corporate machinery, violation of a New York Stock 
Exchange Company Manual provision, breach of fiduciary 
duty and conspiracy. Plaintiff seeks, among other things, 
injunctive relief to prevent the transactions from occurring, to 
condition the transactions on prior shareholder approval! or, if 
the transactions are consummated, rescission of the transac- 
tions and an injunction preventing Danville from voting any 
of the Corporation's shares it receives in the transactions. In 
the alternative, Plaintiff seeks damages. The Corporation 
believes that the action is without merit. 


On January 11, 1984, the Corporation through a wholly- 
owned subsidiary purchased all of the outstanding stock of 
Vanderbilt Energy Corporation, an oil and gas exploration, 
developrnent and production company, for $26.1 million. 


On March 2, 1984, the Corporation repurchased 200,000 
shares of its Preferred Stock, representing all of the outstand- 
ing shares of Preferred Stock, for an aggregate purchase price 
of $12,000,000, and 12,600 shares of common stock for an 
aggregate purchase price of $206,325 from Phidel. The Cor- 
poration and Phidel also cancelled their agreement by which 
Phidel was obligated to purchase $40,000,000 of the Corpora- 
tion’s common stock over a three year period. 


12. QUARTERLY FINANCIAL DATA (UNAUDITED) 
Selected quarterly financial data of the Corporation and 
its subsidiaries are presented below for the year ended 
December 31, 1983 (dollars in thousands, except per share 
amounts): 


March 31, June30, Sept.30, Dec. 31, 


1983* 1983* 1983 1983 

Revenues from continuing operations $5,925 $4419 $3,987 $3,371 
Income from continuing operations 1,516 1,175 1,200 (1,268) * 
Income from discontinued operations 2,598 6 198 (89) 
Net income $4,114 $1,181 $1,398  $(1,357) 
Earnings per common share 

Continuing operations __——s«éSGHLIN $.11 $.11 $(.11) 

Discontinued operations 18 - 02 (.01) 

Net Income $.28 $.11 $.13 $(.12) 


*Restated. Until the Corporation received an order of deregistration (see Note 


1), it was required to report as an investment company. Thereafter, it began to 
report as an operating company and account for its continuing operations on 
the basis of historical cost as opposed to value, retroactive to January 1, 1983. 


**Includes $(2,082) equity in loss of affiliate reflecting writedowns of capitalized 


costs of the affiliate’s oil and gas properties to a ceiling level under the full cost 
method of accounting. 


13. PRIOR YEARS’ FINANCIAL DATA 

The change in the Corporation's status from an investment 
company to an operating company (see Note 1) resulted in 
the Corporation's financial data for current activities not 
being comparable with prior years’ financial data. Prior years’ 
financial statements are presented below on a condensed ba- 
sis for informational purposes. The Corporation's Form 10-K 
for the year ended December 31, 1983 contains prior years’ 
financial statements in their entirety as previously issued. 


CONDENSED STATEMENT OF ASSETS, LIABILITIES AND CAPITAL 


December 31, 1982 


ASSETS 


Investments, at value $136,735,910 
Cash and short-term money market 
instruments, at value 255,177,688 
Other 22,423,273 
TOTAL ASSETS 414,336,871 
UABILITIES 10,166,489 
Net assets applicable to 
outstanding capital shares— 
$24.92 per share $404,170,382 
CAPITAL 
Comrnon stock—$1 par value: 
Shares authorized: 30,000,000 
Shares issued: 23,759,435 $ 23,759,435 
Additional paid in capital 360,951,242 
Undistributed net investment 
LEDCONT NG ee Nik agree Pees oes Pah 4,027,870* 
Undistributed net realized gain from 
security transactions 140,894,947* 
Unrealized appreciation of 
investment sweet je tn nt ol 9,218,930* 
Less 7,539,252 shares in treasury, at cost 134,682,042 
TOTAL CAPITAL $404,170,382 


*As a result of the change in the Corporation’s status to an operating company, 
these accounts are reclassified to retained earnings at December 31, 1982 as 


follows: 


Undistributed net investment income 


Undistributed net realized gain from security transactions 


Unrealized appreciation of investments 


Retained earnings, December 31, 1982, as reclassified 


$ 4,027,870 
140,894,947 
9,218,930 


$154,141,747 
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CONDENSED COMPARATIVE STATEMENTS OF OPERATIONS 


For the Year Ended December 31, 1982 1981 

INVESTMENT INCOME: 

Dividends $13,326,130 $ 14,183,604 

Interest 13,959,099 19,637,272 

Other 515,802 69,750 
TOTAL INCOME 27,801,031 33,890,626 

EXPENSE: 

Salaries 3,330,137 2,452,193 

incentive and retirement plan 

expenses 954,614 602,609 

Professional fees andexpenses _ 2,517,393 1,873,716 

Merger related fees and expenses ___ 2,695,581 — 

Miscellaneous expenses 2,473,612 1,882,453 
TOTAL EXPENSES 11,971,337 6,810,971 

NET INVESTMENT INCOME E $1 5,829,694 $ 27,079,655 


REALIZED AND UNREALIZED GAIN 


(LOSS) ON INVESTMENTS: 
Realized gain from security 
transactions $21,066,995  $ 143,269,730 
Provision for capital gains taxes — (43,243,931) 
Net realized gain ; 21,066,995 100,025,799 
Unrealized appreciation of investments: 
Beginning of period 23,165,033 241,002,766 
End of period 9,218,930 23,165,033 
Decrease in unrealized appreciation (13,946,103) (217,837,733) 
NET REALIZED AND UNREALIZED 
GAIN (LOSS) ON INVESTMENTS $ 7,120,892 $(117,811,934) 


can eee 
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CONDENSED COMPARATIVE STATEMENTS OF CHANGES IN NET ASSETS 
For the Year Ended December 31, 1982 1981 
FROM INVESTMENT ACTIVITIES: 
Netinvestmentincome «5 
Dividends to shareholders: 
1982—$1.25 per share; 
1981—$.88 per share 
Increase (decrease) in undistributed 
net investment income 


$ 15,829,694  $ 27,079,655 


(25,171,991) (20,215,748) 


(9,342,297) 6,863,907 


Net realized gain from security 
transactions, after provision for 
Capitai gains taxes of $43,243,931 
in 1981 
Distributions to shareholders— 
security transactions: 
1982—none; 198i—$3.02 per share _ 

Increase in accumulated net 
realized gains 

Decrease in unrealized appreciation 
of investments ghd 


Decrease in net assets derived 
from investment activities 


Sa a LS CIS EEE Dil jl Don Lind 


21,066,995 100,025,799 


(67,333,422) 
21,066,995 32,692,377 


(13,946,103) (217,837,733) 


Value of common shares issued from 
treasury in connection with dividends 
and distributions: 1982—-none; 
1981—1,262,81i shares _ a 

Purchase of treasury shares: 
1982—6,520,817 shares; 
1981—817,646 shares 


NET DECREASE IN NET ASSETS 
Net assets: 
Beginning of period 520,421,982 686,092,319 


End of period $404,170,382  $520,421,982 
NEE AD TERRA SG TOA A A SE SE EON EE 


Notes to Condensed Financial Statements 


Note A: The Corporation was registered under the investment Company Act 
of 1940, as amended, and was a non-diversified, closed-end management 
company (see Note 1). The following is a summary of significant accounting 
policies consistently followed by the Corporation as an investment company. 


29,120,414 


(114,030,195) 
(16,509,302) 


(165,670,337) 


(116,251,600) 


Securities—Iinvestments are carried at value in the accompanying condensed 
financial statements. Securities traded on a securities exchange are valued at 


composite closing market prices on the last business day of the period; securi- 
ties traded in the over-the-counter market and listed securities for which no sale 
was reported on that date are valued at closing bid prices. U.S. Treasury Bills 
and Notes are valued at closing bid prices. Repurchase agreements are valued 
at cost. 


The Corporation invests in restricted securities in accordance with its objectives 
for a non-diversified portfolio with long range investment potential. Invest- 
ments subject to resale restrictions and notes receivable are valued by the 
Directors after giving consideration to operating results and financial condition 
of the issuers, future prospects, the market value of unrestricted securities of 
the same class and any other available information. Restricted securities, 
exclusive of notes receivable, had an aggregate value of $36,568,810 at 
December 31, 1982. 


The cost of investments sold, excluding U.S Government Securities, is deter- 
mined using the average cost method for financial reporting purposes and the 
specific identification method for income tax purposes. The cost of U.S. Gov- 
ernment Securities sold is determined on the basis of identified cost. Security 
transactions are accounted for on the trade date. Dividend income is recorded 
on the ex-dividend date; interest income is recorded on the accrual basis. For 
investments in controlied affiliates, dividends received in excess of earnings 
since dates of acquisition are credited to investment cost for financial reporting 
purposes. 


Income Taxes—No provision is made for income taxes on taxable ordinary 
income as long as the Corporation continues to qualify as a regulated invest- 
ment company under provisions of the Internal Revenue Code and distributes 
all of its taxable ordinary income to its shareholders (see Note 1). The Corpora- 
tion may retain and reinvest on behalf of its shareholders, substantially all net 
realized long-term capital gains and pay capital gains taxes thereon. The Direc- 
tors voted in 1982 to distribute such gains and in 1981 to retain such gains. 


Retirement and Incentive Plans—Accrued retirement and incentive plan costs 
are funded. The past service costs with respect to the retirement plan were fully 
funded in prior years. 


Organization—As an internally-managed investment company, the Corpora- 
tion pays no management fees to outside persons in connection with research, 
selection and supervision of investments although fees are Paid to unaffiliated 
persons (consulting engineers, etc.) for surveys, etc. 


Note B: In 1981, the Corporation sold 1,262,811 shares of treasury stock to share- 
holders with a value of $29,120,414, of which $3,066,939 was credited to capital 
surplus. The Corporation repurchased 527,800 shares in 1982 and 817,646 
shares in 1981 of its Common Stock. In addition, the Corporation purchased, in 
1982, 5,393,017 shares of its Common Stock pursuant to a tender offer to all 
shareholders. 


Note C: Certain quarterly financial information (unaudited) is presented below 
for the year ended December 31, 1982 (in thousands of dollars except for per 
share amounts): 


16 March 31, 1982 June 30, 1982 Sept. 30, 1982 Dec. 31, 1982 
‘aree Per Share Per Share Per Share Per Share 
Total investment income $ 7,442 $ 7,678 $ 6,850 $ 5,831 
Net investment income 5,418 $ .24* 5,531 $ .25* 4,323 $ .24** 558 $ .07** 


Net realized gain (loss) and change in unrealized 


appreciation (48,083) (2.08) (8,369) (.38) 28,291 1.69 35,282 2.14 
*Computed on basis of a share of common stock outstanding. 


**Computed on basis of weighted average month 


-end shares outstanding. For the fourth quarter of 1982, net investment income was reduced by $.17 


per share as a result of expenses incurred in connection with a terminated merger agreement with Warner Communications Inc. 
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| SUPPLEMENTAL INFORMATION TO THE CONSOLIDATED MADISON FUND, INC. AND SUBSIDIARIES 
| FINANCIAL STATEMENTS (UNAUDITED) 


Oil AND GAS RESERVES AND RELATED FINANCIAL DATA 
(dollars in thousands) 

The following statistical summaries set forth certain 
information regarding the company’s oil and gas properties 
(all Canadian values are expressed in U.S. dollars) 


Oil and Gas Reserves 


Oil (MbbIis) Gas (MMcf) 
United United 
States Canada Total States Canada Total 
Proved developed and undeveloped reserves at 
December 31, 1982 ____ 
Discoveries and other additions 168 168 3,940 3,940 
Proved reserves at December 31, 1983 168 168 3,940 3,940 
Proved Developed Reserves at December 31: 
1982 
1983 168 168 3,940 3,940 
Corporation's proportional interest in proved reserves of 
investees accounted for by the equity method at December 
31, 1983 795 129 924 9,354 14,603 23,957 


Proved reserves are estimated quantities of crude oil, natural © The Corporation considers such estimates to be reasonable, 
gas and natural gas liquids which geological and engineering however, due to inherent uncertainties and the limited nature 
data indicate with reasonable certainty to be recoverable in of reservoir data, estimates of underground reserves are 
future years from known reservoirs under existing economic —_ imprecise and subject to change over time as additional 

and operating conditions. information becomes available. 


Proved developed reserves are the quantities of oil and gas 
expected to be recovered through existing wells with existing 
equipment and operating methods. 


Capitalized Costs Relating to Oil and Gas Operations 


December 31, 1983 ! United States _ ___ Canada Tota’ 
Oil and gas properties 

Unproved $ 9,073 $ 9,073 

Proved 2,981 2,981 
Net capitalized costs $12,054 $12,054 
Corporation's share of equity method 

investees’ net capitalized costs $44,998 $1,553 $46,551 


Costs Incurred in Oil and Gas Property Acquisition, Exploration, 


and Development Activities 
For the Year Ended December 31, 1983 United States Canada Total 
Acquisition of properties, unproved $ 4,510 $ 4,510 
Exploration costs 7,544 : 7,544 
Corporation's share of equity method investees’ cost of 

property acquisition, exploration, and development $3,515 $(61) $ 3,454 


Results of Operations for Producing Activities 


For the Year Ended December 31, 1983 United States : Canada Total 
Corporation's share of equity method investees’ results of 
operations for producing activities $(530) $10 $(520 
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Discounted Future Net Cash Flows from Proved Reserves 
At December 31, 1983 


United States Canada Total 
Future cash inflows i $18,958 $18,958 
Future production costs 1,953 1,953 
Future development costs 54 54 
Future income tax expenses 6,744 6,744 
Net future cash flows 10,207 10,207 
Discount at 10% for timing of cash flows Zits 2713 
Discounted future net cash flows from proved reserves $ 7,494 $ 7,494 
Corporation’s share of equity method investees’ discounted 
future net cash flows $25,811 $4,246 $30,057 


The discounted future net cash flows from estimated 
production of proved oil and gas reserves after income taxes 
is presented in accordance with the provisions of Statement 
of Financial Accounting Standards No. 69, “Disclosures about 
Oil and Gas Producing Activities” (SFAS No. 69). In comput- 
ing this data, assumptions other than those mandated by 

_ SFAS No. 69 could produce substantially different results. 
The Corporation cautions against viewing this information as 
a forecast of future economic conditions or revenues. 


The standardized measure of discounted future net cash 
flows is determined by using estimated quantities of proved 
reserves and taking into account the future periods in which 


they are expected to be developed and produced based on 
year-end economic conditions. The estimated future 
production is priced at year-end prices. The resulting 
estimated future cash inflows are reduced by estimated 
future costs to develop and produce the proved reserves 
based on year-end cost levels. The pretax future net cash 
flows are then reduced further by deducting future income 
tax expenses determined by applying the appropriate year- 
end statutory tax rates to the future pretax net cash flows, 
less the tax basis of the properties involved. The resultant 
future net cash flows are reduced to present value amounts 
by applying the SFAS No. 69 mandated ten percent 
discount factor. 


MADISON RESOURCES, INC. AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 


June 30, 1984 and December 31, 1983 


ASSETS 

Current assets 
Cash*and' U.S: Treasury securities’... =i! 2 ee 
Marketableyseouiiities sible th nas ences) oeaerse eee ae eer 
ACCOUMES TECEIWADIEL il A irisees oceanic ere orate ote ac ete Auch Susu sno gel a ee 


Other ‘current:assets....0 00.0 oc ee ls pre yd wines pa, sy St ee 


Investments 
Affiliates 
Other FSS oT Pa RRP eee eee 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 
Accounts payable and accrued, expenses... 6v «.. G.ac7 aes Soa ee 


Income taxes 


Other long-term’ liabilities, 2. <.22.eyage ose 4 odyc esc oe ee 


Deferred income taxes 


Shareholders’ equity 


Convertible preferred stock, Class A, 6% Cumulative $25 par value; 215,532 shares author- 
ized: 200.000 shares issued...<-05 6c an ce eet ee ee 


Common stock — $1 par value; 30,000,000 shares authorized; 23,759,435 shares issued 
Additional paid-incapital’.. So. ae... ange a2 ees A ee 
Unrealized loss on noncurrent marketable equity securities .....................---.-.. 


Retained earnings 


Treasury stock, at cost: 


Preterred == 200\000 shates= fabcciet sh oh) eee Ln yee ae eee ee 
Common — 3,870,299 shares at June 30 1984 (including 1,780,934 shares held through 
affiliate — see Note 2); 13,539,252 shares at December 31, 1983 ........ 


June 30, 
1984 


(Unaudited) 


$101,361,323 
123,605 
8,850,002 


3,500,333 


113,835,263 


152,653,229 


4,927,002 


147,726,227 


207,470,703 


230,467,592 


8,289,577 


$500,318,659 


$ 14,299,327 


5,091,969 


19,391,296 


1,380,918 


3,184,230 


5,000,000 
23,759,435 
413,778,919 
(2,157,810) 
132,608,943 


(12,000,000) 


(84,627,272) 
476,362,215 


$500,318,659 


The accompanying notes are an integral part of the financial statements. 
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December 
31, 1983 


$131,009,868 
13,440,438 


1,211,960 
145,662,266 


12,054,322 


12,054,322 


107,907,539 
7,174,260 


115,081,799 
266,385 


$273,064,772 


$ 5,103,855 


11,237,031 
16,340,886 


697,875 


1,090,885 


5,000,000 
23,759,435 
369,126,136 


129,340,542 


(272,290,987 ) 
254,935,126 


$273,064,772 


MADISON RESOURCES, INC. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF INCOME 


Three Months and Six Months Ended June 30, 1984 


(Unaudited) 
Three months ended Six months ended 
June 30 June 30 
1984 1983° 1984 1983? 
Revenues 
@ilFandigas’salesee ape ene: ayn true SRNR PATE Syl, Renee canes es 4 $15,511,881 $ = SOAS Sia > = 
EET Stee det cs eae DNR BRR ier ec Ber ge Tene ee ls ot ER RLE Boi 2,806,411 4,418,666 5,825,389 10,343,547 
Net gain on sales of marketable securities .................... — — 2,610,109 — 
Otier Naas ce er, OR re NR AAS SS REET EGS Are Sie abe A, ___ 691,129 hiss ety 714,501 — 
19,009,421 4,418,666 26,464,336 10,343,547 
Costs and expenses 
Broductionsanduoperatinge ys: rare ere ei Pe Pe ry eh fee eee 4,638,170 -— 4,961,502 — 
Depletion, depreciation and amortization .................... 4,231,975 — 5,094,128 — 
Generaltand-admunistratives 5 eer ee ee eee eee eee Peto 4n7 eS TST 154 __ 5,385,375 2,893,715 
12,594,567 1,181,754 15,441,005 2,893,715 
Equityarnelossoteattiliatessmme tales) ameter rr oat) eau 3 761,678 544.803 1,477,621 1,307,613 
Income from continuing operations before income taxes ........ 5,653,176 2,692,109 9,545,710 6,142,219 
RIOVSlONBOLENCOMestaXeSee pea shie iy ee ee eae tela athens __ 3,867,849 __ 1,517,053 6,127,309 3,451,455 
Incomesirommcontmuingsoperations pec sues san. Fenn 1,785,327 1,175,056 3,418,401 2,690,764 
Income from discontinued operations, less income taxes of $36,696 and 
SI OOS WO MNeESPECUIVEl Ya snus ea RRO oN ne cise psinae mueee ot eoeva — 5,808 — 2,604,064 
INGtRINC OLN Cle patties peer ie te ee kee ews ota ec aot do ge Rue ate SIS 5.320 $ 1,180,864 $ 3,418,401 $ 5,294,828 
Earnings per common share 
Continuing joperationssype4 sce es ea crena ais sei nuces ays anes Riera $ 09 $ Jul $ DR $ All 
Discontinued operatlonss. «json Aeetweacie oct See onc ee = os — Pall 
$ .09 $ alae $ 20 $ 42 
Weighted average shares outstanding .................-22+-2eeees 19,693,392 10,656,863 15,103,539 12,680,121 


* Restated. Until Madison received an order of deregistration from the Securities and Exchange 
Commission on November 1, 1983, it was required to report as an investment company. Thereafter, it began 
to report as an operating company and account for its continuing operations on the basis of historical cost as 
opposed to value, retroactive to January 1, 1983. The restatement had a net effect of decreasing net income 
by $247,136 for the three month period ended June 30, 1983 and increasing net income by $1,684,474 for the 


six-month period ended June 30, 1983. 


The accompanying notes are an integral part of the financial statements. 
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MADISON RESOURCES, INC. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


(Unaudited) 


Six Months Ended June 30, 1984 and 1983 


SOURCES OF FUNDS 


Net income 


Items not affecting funds: 


Equityuinialoss of affiliates, et? . 1... 0802S apse eee ee 


Deferredjineéime taxes ms 00.)) oc 2 eee 


Othere 2 egy ae ces oh taper Beas be a tees gk 


Funds provided: by operations... ,...12 002 see ee 


Disposition of, marketable securities, net, of gains eases) 42) ee ee 


Issuance’ of tréasuny,shares. 33.5... 4-2. oa see GE 


Redugtion of investments. .... .nv7 ¢a4-4.). 0 G0e aes ee A ee 


Decrease in 


notes receivable 


Issuanecrol preterred=stock ... octrteet 4 Ce ere 


Dividends from affiliate 


Other, net 


USES OF FUNDS 


Acquisition of subsidiaries, net of working capital ............/../...., 32>, Se 
investment in affiliates-e>. 5.0. Soret a ete ee a eee 
Capitalsex penditticestys Fo... ai LOO es hee et RL geo $3 aoe A 
Acquisition of noncurrent marketable securities .............-0.0 000 ceeecceee eee c eee. 
Increase in unrealized loss on noncurrent marketable EqUibyeSECUTITCS Eee teen 
Dividends 27x02 40) SOT CAPR. ik, a8 och ae Oe 
Increaseuin treasury stock Ss oa 5 s.q was BO nee «te te 
Faymentol long-termuliabilitiessan-saexsnk.. . Sesinertee: eee 
Inckeasein othextastets’.2 25. SA IRADL SUE DOR RL sn ea gee eee 
Changes in working capital, other than cash and U:S. Uiteasunyssecuriticss any ene 


Total uses of funds 


* Restated 


The accompanying notes are an integral part of the financial statements. 
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Six Months Ended 


1984 


$ 3,418,401 


1,477,621 
2,093,344 
5,094,128 


434,627 


12,518,121 
13,440,438 
275,579,688 
40,049,261 


263,000 


428,174 
342,278,682 


131,800,965 
147,061,243 
15,863,968 
10,033,954 
2,157,810 
150,000 
59,263,189 
1,346,649 
1,552,831 


6,696,618 
SL G2 22i1 


29,648,545 


131,009,868 
$101,361,328 


1983° 


$ 5,294,828 


1,307,614 
295,308 


(1,469,780) 


5,427,970 
74,602,038 


15,000,000 
10,000,000 


33,469 
105,063,477 


25,798,785 


2,732,484 


24,558,275 
137,610,946 


579,842 


2,552,787 
193,833,119 


88,769,642 


281,978,388 


$193,208,746 


MADISON RESOURCES, INC. AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited) 


1. The accompanying unaudited financial statements of Madison Resources, Inc. and Subsidiaries 
reflect, in the opinion of management, all adjustments which are necessary to fairly present Madison’s 
financial position as of June 30, 1984 and December 31, 1983, the results of operations for the three and six 
month periods ended June 30, 1984 and 1983 and changes in financial position for the six month periods 
ended June 30, 1984 and 1983. The results of operations for interim periods are not necessarily indicative of 
the results to be expected for the full year. 


2. On April 3, 1984, Madison acquired all of the common stock of Trend International Limited and 
Trend Exploration Limited and 4,385,062 common shares (27% ) of Adobe Oil and Gas Corporation from 
Inspiration Resources Corporation and 4,981,333 common shares (36% ) and $1,427,544 principal amount of 
promissory notes (convertible into 178,443 shares of Marline common stock) of Marline Oil Corporation and 
1,040,069 common shares (6% ) of Aberford Resources Ltd. from Danville Resources, Inc. in exchange for 
the issuance to Danyille of 11,353,320 shares of the Madison Common Stock held in treasury valued at 
$272,479,680 ($24 per share), and the issuance by Danville to Inspiration of 391,698 common shares of 
Danville’s common stock. The interests acquired are involved chiefly in oil and gas exploration, development 
and production. Additionally, Danville issued 8,750 of its common shares to Madison pursuant to an 
agreement entered into in 1983. As part of the transactions, certain Trend assets are subject to revaluation by 
independent consultants. Part of the revaluation was completed in May 1984 and resulted in Madison issuing 
in June 1984 129,167 shares of its Common Stock held in treasury to Danville valued at $3,100,000 and 
Danville’s issuance of its shares having equivalent value to Inspiration. The remaining revaluations are 
scheduled to be done at year-end 1984 and could, depending on the outcome of the revaluation, result in the 
issuance to Danville of up to 1,458,333 additional shares of Madison Common Stock and Danville’s issuance 
of its shares having equivalent value to Inspiration. Presently, Inspiration owns approximately 58% of the 
common shares of Danville on a fully diluted basis, Danville owns 53% of the outstanding shares of the 
Registrant and the Registrant’s interest in Danville has been reduced to approximately 16%. 


The portion of Madison’s investment in Danville represented by Danville’s investment in Madison 
(1,780,934 common shares valued at $42,742,416) has been presented as treasury stock in the accompanying 
financial statements. 


As part of the transactions, Madison issued to Danville a 5-year warrant to purchase up to 2.2 million 
shares of Madison Common Stock at $24 per share and Danville has given the Registrant the option to resell 
to Danville the Aberford and Marline interests at purchase cost at the end of three years. 


The transactions also provided for payment of a working capital adjustment between Madison and 
Inspiration Resources to the extent that the Trend companies’ combined working capital at December 31, 
1983 differed from an original estimate of $6,900,000. The working capital at December 31, 1983 was 
actually $7,755,999, which resulted in a payment by Madison to Inspiration Resources of $855,999. 


On January 11, 1984, Madison acquired all of the outstanding stock of Vanderbilt Energy Corporation, 
an oil and gas exploration, development and production company, for $26.1 million. 


The above transactions were accounted for under the purchase method. Pro forma results of Madison's 
operations for the six month periods ended June 30, 1984 and 1983, assuming the above transactions occurred 
January 1, 1983, are presented below (dollars in thousands, except for per share amounts). 
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MADISON RESOURCES, INC. AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


(Unaudited) 
Six months ended 
June 30 
1984 1983 
Revenues”. soxc 5 $208. Soopers ati eek es ame $39,314 $43,673 
Income from continuing operations before taxes........................ Sova 16,008 
Inconte from ‘continuing operations v,, esse" one fee 5,978 9,586 
Barnings’ per’sharé’ ton ann te etn, tet ee ee ke $.30 $.43 


3. Madison’s investments in affiliates and the period for which their results of operations have been 
included in the accompanying financial statements on an equity basis are indicated below: 


Jo 
Accutest Corporation aap eee eae ee 70-50 August 1983 to June 1984 
AdobeOil and’ Gas '@orporation: >. ss oes eae eee PA April 1984 to June 1984 
Appalachian: Compariyn @ 20 Ue Ale LL) SII Rt G 18 January 1983 to December 1983 
Conquest Explorationy€ompany as... 4545 Pee 25) July 1983 to June 1984 
Danville; Resources, ner... 3.5. se. & aa ee ee 38-16 January 1983 to June 1984 
Marline-Oil Copporationy.. 200tMin. 2 Tria. Ade 36 April 1984 to June 1984 


Summarized financial information for Adobe Oil and Gas Corporation for the three month period ended 
June 30, 1984 is as follows (dollars in thousands): 


Net TevenUes: cs. dcps, sseccsthe aS ye megane, Seo aba ate ee ee $40,553 
Costs{and expenses’, O03). SIR TID, RE ELE TEES eee ee 31,421 
IVICOME; TAXES... wAOF kek Kobe See tyckes OW Noma ces ee ae 3,196 
Net inCOMe tf 5.5 cif pevyee soos paseo ys oaks Nica ee pe $ 5,936 


A summary of the financial information of the remaining affiliated companies for the three and six 
months ended June 30, 1984 and 1983 is presented on a combined basis below (dollars in thousands): 


Three months ended Six months ended 
June 30 June 30 
1984° 1983 1984° 1983 
INGrievenuestttAt sete non aa ie nas seen eee $39,936 $ 2.637 $28,172 $ 1,402 
(Costs and expEnsesiay ot 9 scs. pep ee ee 46,542 6,974 32,391 2,588 
InGOmMe taxes tee nc yt ee ee ee 1,084 — Diet — 
Nem loss# res it 2084 MILiee IT? RE SOS hE Aso $ 7,690 $ 4,337 $ 4,730 $ 1,186 


* The portion of Madison’s earnings from Danville represented by Danville’s earnings from Madison has 
been excluded from this information. 


Three months Six months 
ended ended 
June 30, 1984 June 30, 1984 


Taxes on Income (dollars in thousands) 


Income from continuing operations before income taxes: 


DOM ester 2048 la seer cet on Ane eg eh re Pen 9 eee $ 321 $4,214 
FOLGI STUN ie ac un ccreycenth gure acetates poe cara eee eee DiOoe Door 
$5,653 $9,546 

Provision for taxes: 
Domestichincomexjim2e hh). Wate) oF soeiise hy vel faery $ 539 $2,798 
HOLE Sn INCOMES sans poet eee ae ee ee 3,329 3,329 
$3,868 $6,127 
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MADISON’S MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


As the nature of Madison’s business changed in 1983 from that of an investment company to that of an 
operating company (directly and through affiliates) in the natural resources area, comparisons to years in 
which the activities of Madison were as an investment company would be neither meaningful in light of its 
current operations nor indicative of future operating results and related financial condition. See Notes 1 and 
13 to the Madison Consolidated Financial Statements at and for the year ended December 31, 1983. 


Liquidity and Capital Resources — June 30, 1984 


The major sources of liquidity as of June 30, 1984 were funds in the form of cash and U.S. Treasury 
securities, plus oil and gas revenue receivables, joint interest receivables, marketable securities, accrued 
interest and drilling advances for a total of $113.8 million. Of this amount, $21.6 million is attributable to 
Trend which was acquired on April 3, 1984 as discussed in Note 2 to the Madison Consolidated Financial 
Statements at and for the six months ended June 30, 1984. 


Funds provided during the six-month period ended June 30, 1984 of $36.0 million arose chiefly from 
operating cash flows, sales of marketable securities and cash obtained through the acquisition of subsidiaries. 
The principal uses of funds totaling $65.8 million were: (1) acquisition of Vanderbilt; (2) capital 
expenditures; (3) repurchase of preferred and common stock; (4) payments of income taxes with respect to 
calendar year 1983; and (5) payment of a bank loan by Vanderbilt. 


As of June 30, 1984, the balance of Madison’s commitment of $43.1 million to be contributed through 
June 1985 to the joint venture with Conquest Exploration Company (‘“Conquest’’) was $26.3 million. $6.9 
million may also be committed for the period July 1985 to June 1986. 


Operating cash flows are not expected to be sufficient to cover currently planned capital expenditures; 
however, Madison has more than adequate liquidity to meet its cash requirements in the foreseeable future. 


Liquidity and Capital Resources — December 31, 1983 


The primary reasons for the overall decrease in funds (cash and U.S. Treasury securities) during 1983 
were a dividend paid on Madison Shares and the repurchase of Madison Shares pursuant to a tender offer. 
Funds provided by continuing operations came chiefly from the excess of interest on U.S. Treasury securities 
over general and administrative expenses. Other funds were provided by sales and maturities of remaining 
securities in the investment company portfolio (discontinued operations) and by the issuance of Preferred 
Stock. These funds were used principally to acquire oil and gas properties, to invest in oil and gas affiliates 
and to make temporary investments in marketable securities. 


Major sources of liquidity as of December 31, 1983 were funds in the form of cash and U.S. Treasury 
securities, plus marketable securities for a total of $144.5 million. Madison was committed on such date to 
purchase the outstanding stock of Vanderbilt for $26.1 million. Additionally, at December 31, 1983, the 
balance of Madison’s commitment of $25 million to be contributed through June 1984 to an oil and gas 
exploration and development program with Conquest was $16.8 million, of which $3.9 million was reflected 
in accounts payable at year end. An additional $25 million may be committed to the joint venture during the 
period July 1984 to June 1986. Income taxes in the amount of $9.1 million were paid in March 1984 with 
respect to calendar year 1983, the year Madison became subject to such taxes. Also in March 1984, Madison 
repurchased all its outstanding Preferred Stock and 12,600 Madison Shares for a total of $12.2 million. 


Madison had neither borrowings nor established lines of credit from lending institutions. The policy of 
paying cash dividends on Madison Shares was discontinued in 1983. 


Liquidity on a short-term basis will continue to be provided by operating cash flows from interest and 
any gains on available funds and marketable securities. Commencing in 1984, oil and gas sales contributed to 
operating cash flows. 
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Madison's liquidity and capital resources was not adversely impacted by the acquisitions of Trend 
Exploration and Trend International or the investments in Adobe, Marline and Aberford. Such acquisitions 
and investments were made by using treasury Madison Shares as discussed in Note 11 to the Madison 
Consolidated Financial Statements at and for the year ended December 31, 1983. The extent to which 
exploration activities at Trend will require Madison’s capital resources will depend on subsequent manage- 
ment decisions. 


As an oil and gas exploration and production company, Madison’s long-term cash requirements are 
directly related to the magnitude of planned exploration and development activities. To the extent that such 
activities are successful in adding to Madison’s net proved reserves, reserves can be used to support 
borrowings. As reserves are produced and sold, the cash realized would be available to retire such debt as 
well as to finance future exploration and development. 


Results of Operations — Six-Month Periods Ended June 30, 1984 and 1983 Compared 


Madison realized revenues from sales of oil and gas for the first time during the six-month period ended 
June 30, 1984. Such revenues in the amount of $3.9 million were produced through Vanderbilt and the joint 
venture with Conquest. Trend contributed $13.4 million to consolidated oil and gas revenues during the six- 
month period ended June 30, 1984. 


Interest income for the six-month period ended June 30, 1984 declined from the level of the 
corresponding period of the prior year by $4.5 million. The decline was due to a significant reduction in 
funds during 1983 and to the use of funds discussed above in the liquidity and capital resources section. 


Production and operating costs associated with oil and gas activities along with related expenses for 
depletion, depreciation and amortization were incurred for the first time during the six-month period ended 
June 30, 1984. Such costs and expenses totaling $10.0 million were incurred during the six-month period, 
$7.6 million of which is attributable to Trend. 


General and administrative expenses for the six-month period ended June 30, 1984 increased from the 
level of the corresponding prior year’s period by $2.5 million. The increase was primarily due to the 
consolidation of Trend and nonrecurring expenses related to the transactions described in Note 2 to the 
Madison Consolidated Financial Statements at and for the six months ended Jume 30, 1984. 


Equity in net loss of affiliates increased $.2 million for the six-month period ended June 30, 1984 over the 
corresponding period of the prior year. Reflected in the period was $1.1 million as Madison’s share of a 
write-down by Marline of oil and gas properties to the ceiling level under the full cost method of accounting. 


The effective income tax rate for the six-month period ended June 30, 1984 was 64%. The higher 
effective rate was due to: (1) amortization under the purchase method of accounting of excess acquisition 
costs over tax basis of assets, (2) equity in losses of affiliates; and (3) higher foreign rates. 


Results of Operations — Year Ended December 31, 1983 


Revenues 


Substantially all revenue from continuing operations in 1983 represented interest income from U.S. 
Treasury securities. The amount of interest income declined in the second half of the year as a result of the 
investment in Conquest and the contributions to the joint venture with Conquest. Interest income is likely to 
decline further in 1984 as a result of the acquisition of Vanderbilt, additional commitments to the Conquest 
joint venture and new investments that may be made during the year. 


Madison’s oil and gas properties at December 31, 1983 were located primarily in the onshore Gulf Coast 
areas of Texas and Louisiana, the basins of West Texas and Eastern New Mexico, the U.S. Overthrust Belt and 
certain Rocky Mountain basins. Drilling commenced on certain properties during the second half of the 
year. Gas/condensate discoveries were made late in the year and early 1984. Madison has a 27% working 
interest in these wells through the Conquest joint venture. There was no production from the wells in 1983. 
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Expenses 


General and administrative expenses are reflective of the reduced level of employees and associated 
costs, and of other expenses related to investment company activity which were charged to net income from 
discontinued operations. General and administrative expenses were not significantly impacted by start-up 
costs of Madison’s new business. 


There were no write-downs in 1983 of the capitalized costs of Madison’s oil and gas properties to a 
“ceiling” level under the full cost method of accounting. 
Equity in Net Loss of Affiliates 
A major portion of Madison’s equity in the net loss of affiliates is due to the economic and accounting 
effects of declining deep well and tight formation gas prices experienced by an affiliate during 1983. 
New Subsidiaries and Affiliates 


’ Results of operations in 1984 will be significantly affected by the acquisition of Vanderbilt and the 
acquisitions of Trend Exploration and Trend International, as well as the investments in Adobe and Marline. 
Adobe and Marline will be accounted for under the equity method. 


Discontinued Operations 


As mentioned earlier, Madison ceased to be an investment company during 1983. All revenues and 
expenses, including taxes, associated with investment company activities during the year are reflected in the 
results from discontinued operations. 


Inflation and Changes in Prices 


The results of operations of an oil and gas company are affected by the overall inflation in the economy. 
Oil and gas prices and drilling and production costs are influenced by such factors as worldwide supply and 
demand of crude oil, the Organization of Petroleum Exporting Countries (“OPEC”) community's pricing 
decisions, natural gas deliverability levels and governmental price structures. 
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OTHER RELEVANT INFORMATION 
No Change of Control 


The directors of the Corporation are not aware of any transfer of shares that has materially affected control of 
the Corporation since the last meeting of stockholders of the Corporation. 


Change in Directors or Officers 


There has not been any change in the directors or officers of the Corporation since the last annual meeting, 
except that Angelo R. Peluso has replaced James F. Kisela as Vice-President, Human Resources of the 
_ Corporation. 


PURCHASERS’ STATUTORY RIGHTS 


Securities legislation in certain of the provinces of Canada provides purchasers with the right to withdraw from 
an agreement to purchase securities within two business days after receipt or deemed receipt of a prospectus and 
any amendment. In several of the provinces of Canada, securities legislation further provides a purchaser with 
remedies for rescission or, in some jurisdictions, damages where the prospectus and any amendment contains a 
misrepresentation or is not delivered to the purchaser, but such remedies must be exercised by the purchaser within 
the time limit prescribed by the securities legislation of his province. Purchasers in Saskatchewan, as a term of this 
offering, are given the same rights of rescission and withdrawal as if it had been necessary to have had a prospectus 
and any amendments accepted by the Saskatchewan Securities Commission. The purchaser should refer to any 
applicable provisions of the securities legislation of his province for the particulars of these rights or consult with a 
legal adviser. 


CERTIFICATE 


Dated: November 19, 1984 


The foregoing constitutes full, true and plain disclosure of all material facts relating to the securities offered by 
this prospectus as required by Part 7 of the Securities Act (British Columbia), by Part 8 of the Securities Act 
(Alberta), by Part VIII of The Securities Act (Saskatchewan), by Part VII of The Securities Act (Manitoba), by 
Part XIV of the Securities Act (Ontario), and the respective regulations thereunder. This prospectus does not 
contain any misrepresentation, within the meaning of the Securities Act (Quebec) and the Regulations adopted 
thereunder, likely to affect the value or the market price of the securities to be distributed. 


(Signed) JoHN B. Howkins (Signed) ADRIAN M. DouLL 
Senior Vice-President, Senior Vice-President, 
Operations Administration and 
Chief Financia] Officer 


On behalf of the Board of Directors 


(Signed) H. P. CRAWFORD (Signed) RicHaRD R. Davis 
Director Director 
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Salah New York, N.Y. 10177 
CORPORATION 


INSPIRATION 


April 15, 1985 


DEAR STOCKHOLDER: 


You are cordially invited to attend the Annual Meeting of Stockholders of the Corporation to 
be held at 9:30 a.m. on Thursday, May 9, 1985, in the main auditorium of Chemical Bank, 55 
Water Street, New York, New York. 


The accompanying Notice of Meeting and Proxy Statement describe the matters to be 
considered and voted upon at the Meeting. In addition to consideration of these matters, there 
will be a report to stockholders on the affairs of the Corporation, and stockholders will have an 
opportunity to discuss matters of interest concerning the Corporation. 


We hope all stockholders of the Corporation and of Hudson Bay Mining and Smelting Co., 
Limited will be able to attend the Meeting. If you plan to attend, please mark your proxy card in 
the appropriate space and we will be pleased to forward an admittance card to you. 


Whether or not you plan to attend the Meeting personally, it is important that your shares be 
represented. To ensure that your vote will be received and counted, please promptly complete, 
date and return your proxy or voting directions card in the enclosed return envelope. 


Sincerely yours, 


Pel. 


REUBEN F. RICHARDS 
Chairman of the Board, President and 
Chief Executive Officer 


SETTING THE COURSE FOR THE FUTURE 


nspiration Resources is a diversified enterprise with a strong base in 
natural resources, particularly energy and metals, and with a grow- 
ing industrial and service sector. 


In energy, Inspiration Resources has interests in domestic coal, oil and 
gas as well as international oil exploration and production. Inspiration 
Resources’ U.S. and Canadian base metal units are believed to be among 
the lowest cost operations in North America, complemented by a grow- 
ing precious metals segment, primarily in gold. In agribusiness, Inspira- 
tion Resources owns one of the largest retail and wholesale distribution 
capabilities for products and services to U.S. farmers. A portfolio of 68 
venture capital investments provides Inspiration Resources with signifi- 
cant exposure to industries, products and opportunities with substantial 
growth potential. 


Inspiration Resources is committed to reducing its reliance on the base 
metal industries and to becoming a profitable, stable corporation in- 
volved substantially in businesses in healthy, growing industries. 


REPORT TO STOCKHOLDERS 


Reuben FE. Richards 


Commodity prices in U.S. dollar terms continued to be weak during the 
past year and, as a result, our financial performance was again poor. 
However, we made substantial progress toward our strategic objectives 
and improved our financial condition. 

The highlights of the past year and early 1985 include: 


w The acquisition of an 80% interest in Danville, a privately-held venture 
capital company, representing an important addition to our business 
development capability; 


g The acquisition of an indirect 68% interest in Madison, which is 
becoming a major independent oil and gas company; 


a The acquisition by Madison of a 34% interest in Universal Resources, a 
domestic oil and gas company with a growing reserve base; 


w The agreement in principle to consolidate Madison with Adobe Oil & 
Gas of Midland, Texas; 


m The acquisition of the retail agricultural distribution business of The 
Standard Oil Company of Ohio, resulting in Terra Chemicals Interna- 
tional becoming one of the largest agribusiness service companies in 
the United States; 


a The discovery of a nickel/copper deposit at Namew Lake, Manitoba; 
a The acquisition of a number of gold mining prospects; 


a The procurement of additional concentrate feed for Inspiration Cop- 
per’s smelter, and the further reduction in unit costs at all of our min- 
ing operations; 

a Animprovement in our balance sheet ratios, despite substantial 
operating losses and increased borrowings to finance significant new 
investments. 


Given the prolonged period of severely depressed commodity prices in 
which we have been operating, we undertook to improve our balance 
sheet. This was achieved through an exchange offer for additional stock 
in Madison and by a cash rights offer to all our stockholders. Although 
these transactions resulted in a substantial increase in our outstanding 
shares, we believe they will help insure the Corporation’s future. An im- 
portant consideration was the need to establish a more liquid market in 
our stock. There are now outstanding approximately 62,500,000 Com- 
mon and Class A Shares of Inspiration Resources and their Canadian 
equivalent, the Special Exchangeable Non-Voting Shares of Hudson Bay 
Mining and Smelting Co., Limited, held by approximately 13,600 public 
stockholders of record, including Minerals and Resources Corporation 
Limited, which owns approximately 59% equity and 45% voting in- 
terests in Inspiration Resources. 


Emphasizing Petroleum and Precious Metals 
We have made important progress toward our goals in the natural 
resources sector—emphasizing petroleum and precious metals and 
reducing our historical dependence on base metals—and we are actively 
considering further acquisitions as well as divestitures as part of the plan 
to re-orient the Corporation. 

Our results for 1984 showed a net loss of $101.3 million compared 
with a loss of $82.7 million for the previous year. However, the 1984 loss 
includes abandonments of fixed assets and write-downs of and losses on 
investments totaling $37.0 million, along with our $15.6 million share of 
losses of affiliates. Operating income before unusual items rose to $10.5 
million in 1984 as compared to a loss of $19.1 million in 1983. Although 
incurring an operating loss, our base metals operations in Canada and 
the United States showed marked improvement in 1984 despite substan- 
tially lower copper prices and are now believed to rank among the lead- 
ers in cost efficiency in North America—a tribute to the talent and efforts 
of our excellent operating managements. Our agricultural service busi- 
ness, Terra Chemicals International, reported a turnaround from 
operating losses of $11.5 million in 1983 to $13.7 million of operating 
profits in 1984. Although the coal unit’s results showed a significant loss 
of $14.8 million, this was largely attributable to a $10.2 million charge 
relating to an operation which was abandoned in 1984. 


Anticipating Improved Results 

Further important changes for Inspiration Resources are necessary in 
1985. While we are optimistic that there will be an improvement in prices 
of base metals, no reliance can be placed on this. Operational im- 
provements should yield better results at both Inspiration Copper and 
Hudson Bay Mining. The farm economy is in considerable upheaval, 
and we expect major adjustments in U.S. agricultural policy that may 
lead to long-term structural changes in the industry. We expect that 
Terra Chemicals International, which is in an excellent position to re- 
spond quickly to the needs of its farm customers, will show significantly 
improved results. Cost controls, improved productivity programs and 
increased volumes should enhance the results of Inspiration Coal. 
Capital expenditure plans at our agricultural services, coal and base 
metals operations will be modest and strictly controlled during 1985. 

The recently discovered nickel/copper orebody at our Manitoba opera- 
tions appears to be of considerable significance and will be evaluated 
this year. 

The capital expenditure levels at our oil and gas operations will be 
reviewed in the light of the proposed merger of Madison and Adobe, 
but are unlikely to exceed the oil and gas cash flows. We believe that 
Madison holds attractive petroleum interests and is well-placed, both in 
a management and financial sense, to develop its opportunities in the 
present environment of weak oil prices. 


Our new business development plans are flexible but have three major 
thrusts: 


a In the present period of economic stability and low inflation, we have 
pursued gold opportunities. In this highly competitive area of 
business, we have been encouraged by the results achieved to date. 


At the Big Horn property in California, a total of 17 holes have been 
drilled, and significant mineralization encountered. Underground ex- 
ploration is presently under way on this project, in which we have the 
right to earn a 55% interest. In late 1984, we obtained an interest in the 
Austin property in Nevada, a particularly attractive prospect where 
underground exploration is also taking place. 


A considerable number of properties are currently being examined in 
both the United States and Canada, and we are confident that we can 
develop an important producing position in what we see as an attrac- 
tive commodity for the medium and long term. 


In 1984, Danville obtained $40 million of new equity financing, of 
which Inspiration Resources contributed $31 million. At the end of 
1984, Danville invested $25 million in its affiliate, The Prospect Group, 
Inc., in which Danville has a 66% equity interest and 43% voting in- 
terest, and which had raised an additional $25 million in common 
stock and convertible debentures from outside sources. These funds 
have enabled Danville and Prospect to invest in a number of attractive 
opportunities, two of which are detailed elsewhere in this report. We 
expect Danville to generate similarly attractive opportunities that will 
contribute materially to our results in the future. In addition, many of 
Danville and Prospect’s portfolio of 68 investments should mature in 
the near term. 


a Inspiration Resources at year-end had accumulated more than $300 
million of net operating loss carryforwards for tax purposes in the 
United States and also has a substantial inventory of loss carryfor- 
wards in Canada. We intend to use this tax-sheltering capability 
through the acquisition of income-yielding businesses with predic- 
table and stable earnings. While we will be considering acquisitions 
that relate to our existing activities, we will not preclude acquisitions in 
unrelated businesses. 


Finally, I would like to welcome our many new stockholders in 1984 and 
also pay tribute to the dedicated efforts of our people at all levels and in 
all our locations who helped us through a difficult time. 


R TRL, 


Reuben F. Richards 
Chairman of the Board, President and Chief Executive Officer 


March 29, 1985 


INSPIRATION RESOURCES AT A GLANCE 


m Trend Exploration 


m Trend International 

m@ Vanderbilt Energy 

m Adobe Oil & Gas (28%) 

m Conquest Exploration (25%) 
@ Universal Resources (34%) 


Base Metals 


Dollar figures (in millions) are 
1984 net sales. 


Subsidiaries 100%-owned 
unless otherwise indicated. 


*Nine months only. 


Reuben F. Richards, left, President, Chairman and Chief Executive Officer of Inspiration Resources, 
and Gilbert H. Lamphere, President of Danville Resources, Inc., discuss new medical service 

facilities for corporate executives operated by American Corporate Health Assistance, Inc. in New York 
City. Danville, through its venture capital group, has a majority interest in the health company. 


DANVILLE RESOURCES, INC. 


Danville Resources, Inc. (approximately 80% owned by Inspiration 
Resources at December 31, 1984) is a New York-based, privately-held 
corporation. Danville’s activities are broadly divided between petroleum 
and venture capital. The petroleum investments are held principally 
through Danville’s approximately 68% investment in Madison 
Resources, Inc., a New York Stock Exchange corporation (see page 8). 


Arcata 

Danville’s principal direct investment is a 28% preferred stock holding of 
Arcata Corporation, acquired at a cost of $20 million when Danville took 
the lead position in a leveraged buyout in 1982. Arcata is the second- 
largest printing company in the United States and in addition owns 
substantial acreage of old-growth Redwood and Douglas Fir in northern 
California. 


Venture Capital 

Danville’s venture capital activities, comprising 68 investments, are con- 
ducted through its aggregate $50 million investments in The Prospect 
Group, Inc. and Sierra Ventures, a venture capital partnership. 


Prospect 

During 1984, Prospect, whose stock is traded over the counter, raised, 
through private placements with Danville and others, approximately 
$50 million of additional equity and convertible debentures. Danville 
has a 66% equity and a 43% voting interest in Prospect, which has taken 
a number of significant positions in situations where it can bring its 
management and financial resources to bear, including: 


American Corporate Health Assistance, Inc., 65% owned following a 
merger with Life Extension Institute in the first quarter of 1985, 
operates medical service facilities for corporate executives, primarily 
in the New York metropolitan area; 


The Forschner Group, Inc., in which a 26% interest was purchased by 
Prospect early in 1985, is the exclusive U.S. distributor and marketer 
of original Swiss Army Knives and professional cutlery manufactured 
by Victorinox Cutlery Company of Switzerland. The company, which 
is publicly traded, had sales in excess of $28 million in fiscal 1984. 


Sierra Ventures 

Danville is the general partner of and, with Prospect, holds a 56% 
limited partnership interest in Sierra, which is effectively fully-invested, 
mostly in high-technology industries. 


Marline Oil 

Danville has a 36% interest in Marline Oil, reacquired from Madison in 
December, 1984 when it became apparent that a restructuring of Marline 
was desirable. Danville has agreed to purchase Marline’s oil and gas 
operations and assume related debt, as part of such restructuring. 


Madison assets are being realigned into a coherent unit and a significantly larger exploration team is 
being built by, left, Stanley R. Rawn, Jr., Chairman and Chief Executive Officer of Danville Resources, Inc., 
and George D. Gould, Chairman and Chief Executive Officer of Madison Resources, Inc. 


MADISON RESOURCES, INC. 


During the past year the oil and gas assets of Inspiration Resources and 
Madison were consolidated into Madison. These assets consist of both 
directly-owned interests in oil and gas properties and significant equity 
interests in other oil and gas companies. The former category includes 
Trend Exploration, Trend International, Vanderbilt Energy and a work- 
ing interest in the Conquest Joint Venture. The latter category includes 
Adobe Oil & Gas (28%), Conquest Exploration (25%), and Universal 
Resources (34%). 

Inspiration Resources’ 1984 results include results of Madison since its 
acquisition in April 1984. The following discussion covers Madison on a 
full-year basis. Madison reported consolidated revenues of $62.0 million 
and net income of $355,000 for the whole of 1984, after unusual charges 
amounting to $7.9 million. Capital expenditures in 1984 for Trend Ex- 
ploration, Vanderbilt and the Conquest Joint Venture were $33.8 million. 
The principal focus was on the testing and development of existing pro- 
spects in South Louisiana, East Texas, West Texas, Nevada and 
Oklahoma, with significant new additions in Texas state waters. 

Capital expenditures outside the United States were approximately 
$10.5 million in 1984. Drilling was undertaken in the existing Irian Jaya 
concession in Indonesia, which resulted in enhanced production rates. 
Geological and geophysical costs were also incurred in the development 
of prospects in concessions in the western desert of Egypt, the Gulf of 
Suez and an exploratory concession in Indonesia. 

Despite the pricing uncertainty which currently exists, Madison in- 
tends to take advantage of the significant reduction in the costs of ex- 
ploration, and has budgeted for 1985 exploration and development 
expenditures of approximately $68 million for its directly-owned entities 
of which $54 million is for domestic activity. A principal goal of the 
domestic expenditures will be to develop those prospects in East Texas 
and offshore Texas in which production is constrained by lack of trans- 
portation and processing facilities, thereby enabling these significant 
reserves to become income-producing properties. Trend International 
will be aggressive in its efforts to replace its international production. 
The initial focus will be on exploratory activities in the three concessions 
it operates in Indonesia, taking advantage of the infrastructure which is 
already in place. 

In February 1985, Madison and Adobe jointly announced their inten- 
tion to combine into a company that will continue to be engaged in oil 
and gas exploration and production. While consummation of this trans- 
action is contingent upon certain conditions, the resulting company 
would be one with greatly expanded scope, a strong balance sheet, 
substantial cash flow and excellent operating management. Stanley 
R. Rawn, Jr. will become Chairman and Chief Executive Officer of the 
new company, with B.J. Pevehouse, currently Adobe’s President and 
Chief Executive Officer, as President and Chief Operating Officer. 


High in the hills near Los Angeles, California, Richard R. Davis, left, Senior Vice President and 
General Counsel of Inspiration Resources, and John J. Ellis, President of Inspiration Mines, ex- 
amine the site of Big Horn gold mine, one of two interesting gold properties acquired in 1984 as 
more emphasis was placed on developing precious metals in the United States and Canada. 


INSPIRATION MINES INC. 


Inspiration Resources is increasing its emphasis on diversification into 
precious metals in the United States and Canada through acquisition 
and exploration. This activity is being conducted under the general 
direction of Inspiration Mines Inc., a subsidiary specializing in the 
precious metals business. The exploration and production expertise of 
Inspiration Resources’ existing base metals operations is being utilized 
in an effort to expand its precious metals holdings and operations in 
North America. 

Inspiration Mines incurred an operating loss of $6.1 million in 1984 
compared with an operating loss of $1.0 million in 1983. Net sales in- 
creased from $11.0 million to $14.6 million, and exploration and 
development expenditures increased from $1.1 million to $3.4 million. 

Inspiration Mines examined approximately 150 precious metals prop- 
erties in 1984 and secured rights over two interesting gold properties: 
Big Horn in California and Austin Gold in Nevada. Inspiration Mines is 
currently negotiating with the owners of other precious metals 
properties. 

At the Big Horn property, 17 surface diamond drill holes totaling ap- 
proximately 8,455 feet were completed, with encouraging results, and 
underground development contracts were awarded for 1,880 feet, of 
which 1,378 feet were completed at year-end. Metallurgical and environ- 
mental studies are in progress. 

The Austin Gold property program in 1984 included 15,930 feet of 
reverse circulation surface drilling. Underground development con- 
tracts were let for 2,072 feet, with 531 feet completed. Metallurgical and 
environmental studies are also in progress on this property. 

The Black Pine silver mine in Montana achieved a record mining rate 
of 277,405 tons of ore and produced 1.4 million ounces of silver. Despite 
operating costs that were pared to a minimum, a decision was made to 
suspend operations at the end of 1984 pending higher silver prices. 
Metallurgical testwork aimed at producing a concentrate that can be 
smelted at a reduced cost continues, and a diamond drilling program 
was initiated to expand ore reserves. 

At Tennessee Zinc, operations were started up and reached planned 
production levels. However, high maintenance costs, low mill ore grade 
and poor zinc prices at year-end resulted in a decision to suspend opera- 
tions. Reductions in wages and benefits were negotiated in February 
1985 and the mine is being reopened. 

In Arizona, the silver-bearing flux operations had a record year. A total 
of 287,000 ounces of silver was contained in silica and lime flux sent to 
the Inspiration Copper smelter. Consumption of flux at the smelter con- 
tinued to increase throughout the year. 

Two new exploration offices have been set up in Reno, Nevada and 
Missoula, Montana. 
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Even though base metal prices, particularly copper, remained near record-low levels during 1984, 
continued productivity gains at Flin Flon, Manitoba, helped Hudson Bay Mining and Smelting 
Co., Limited improve 1984 results. Here, Dr. J. Blair Howkins, right, Senior Vice President, Opera- 
tions, Inspiration Resources, and C. Keith Taylor, President of Hudson Bay Mining, pay a visit to 


the smelter at Flin Flon. 
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BASE METALS 


HUDSON BAY MINING 
AND SMELTING CO., 
LIMITED 


The base metals operations of Inspiration Resources are located in both 
the United States and Canada. 

Canadian activities are conducted by Hudson Bay Mining and 
Smelting Co., Limited, which extracts copper, zinc and other metals ina 
major mining and metallurgical complex located in the Flin Flon/Snow 
Lake area of Manitoba. 

United States operations are conducted primarily by Inspiration 
Consolidated Copper Company, which manages a fully-integrated min- 
ing, smelting and refining complex in Arizona. 


In Canada, Hudson Bay Mining and Smelting Co., Limited hada 
modestly profitable first half, due mainly to stronger zinc prices, higher 
zinc production, continued productivity gains and improved contri- 
butions from the industrial division. However, declines in the prices 
received for copper, zinc and precious metals in the second half offset 
the first-half gains and resulted in an operating loss for the year of $2.7 
million on net sales of $224.6 million. This compares with a 1983 
operating loss of $6.2 million on net sales of $245.2 million. 

Total zinc metal production at the Flin Flon/Snow Lake operations in 
Manitoba was at a record level, while total copper production was down 
slightly from 1983, on reduced concentrate purchases. The Red mine 
was brought into production in March 1984 but has produced at lower 
than expected rates and metal grades. The Osborne mine, which ceased 
production in the fall of 1983, was permanently closed during 1984. 

The industrial division showed increased earnings over last year, as 
zinc oxide earnings were more than three times the 1983 level. Hudson 
Bay Diecastings was sold in November for a loss of $1.1 million and 
Francana Minerals was sold in January 1985 for a gain of $0.7 million. 

Plateau Oil, which was purchased late in 1983, contributed positively 
to earnings. A new gas well at Bon Accord came on stream in February 
1985, with production capability at expected levels. 

The Tantalum Mining Corporation (37.5% owned by Hudson Bay 
Mining) is undertaking a temporary conversion of its tantalum mill into 
a pilot plant to produce ceramic-grade spodumene. 

An expanded base metals exploration program was carried out in the 
area surrounding Flin Flon and Snow Lake, as well as a Canada-wide 
search for precious metals. In March 1985, Hudson Bay Mining an- 
nounced that it had discovered a nickel/copper zone beneath Namew 
Lake, Manitoba, approximately 40 miles south of Flin Flon. The deposit 
is located 2,000 feet from the lake shore under 20 feet of water and ap- 
proximately 100 feet of Paleozoic sediment cover. An airborne electro- 
magnetic survey using the company’s EM-30 system indicated a 
conductive zone, and was followed up by a survey on the ice of Namew 
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Lake. This showed a conductor with a strike length of 1,200 feet. One 
drill hole was completed early in 1984 before deteriorating ice conditions 
forced a shut-down of operations. Testing resumed in the winter of 
1984-1985. To date, 28 surface diamond drill core holes have been com- 
pleted and 21 of these have intersected nickel/copper mineralization. 
The holes were drilled at 200 feet centers to intersect the zone at the 300, 
600, 800 and 1,000 foot levels below surface. One hole has been drilled to 
the 1,200 foot level. Preliminary calculations show approximately 
2,500,000 tons of drill-indicated ore at approximately 2.6% nickel and 
0.8% copper (diluted 10 percent). The deposit is open at depth and drill- 
ing will continue as long as ice conditions permit. Hudson Bay Mining 
has secured a strong land position in the area and expects to test addi- 
tional geophysical anomalies in 1985. 


INSPIRATION 
CONSOLIDATED 
COPPER COMPANY 


Inspiration Copper incurred an operating loss in 1984 of $9.0 million 
compared with an operating loss of $18.6 million in 1983. Net sales in- 
creased from $160.7 millionte $162.6 million. 

Significant improvements were achieved by cutting costs and increas- 
ing production through technical and operating changes. Production of 
copper from Inspiration Copper’s mines in Arizona totaled 151.0 million 
pounds, compared with 138.7 million pounds in 1983. Deliveries of cop- 
per from mine production and purchased concentrates totaled 212.4 
million pounds, as compared to deliveries of 178.5 million pounds in the 
preceding year. The acquisition in 1984 of the Bluebird property adjoin- 
ing Inspiration Copper’s operations will enable Inspiration Copper to 
reduce haulage costs and increase production of lower-cost, leachable 
copper. 

A two-converter mode of operation was implemented at the smelter, 
allowing continuous operation at costs below those of the previous in- 
termittent mode. A long-term smelting contract with Pinto Valley 
Copper Corporation, due to expire in August 1984, was terminated ear- 
lier in the year. A smelting contract with Duval Corporation which com- 
menced in January 1984, together with a smelting contract entered into 
in September 1984 with Cyprus Mines Corporation, a subsidiary of 
Amoco Minerals Company, secured approximately 94% of smelter feed 
requirements for 1985. 

Capital expenditure programs included electrification of the blast air 
blowers at the smelter, rod plant modernization and retention dams to 
control water runoff from the property. The successful cost-reduction 
programs for 1982 and 1983 were extended through 1984, and a further 
reduction of 192 personnel was achieved. 
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INSPIRATION 
RESOURCES 
MARKETING 
CORPORATION 


Strategic planning for the Cor- 
poration’s future took on added 
dimensions in 1985, beginning 
with the appointment of Kenneth 
C. Brown, left, as Vice President, 
Planning and Development. He is 
discussing future planning with 
M. Brian O’Shaughnessy, right, 
President of Inspiration 
Resources Marketing Corpora- 
tion, and Angelo R. Peluso, Vice 
President, Human Resources. 
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Refined copper sales of 174,000 tons in 1984 increased significantly above 
1983 levels due to growing purchases of concentrates and increased 
mine production. This volume of sales to almost 100 non-captive 
customers in North America and Europe ranked among the highest of 
those of North American producers. Inventories were kept near target 
levels at Inspiration Copper and Hudson Bay Mining, while inventories 
held by other North American producers tripled to almost 200,000 tons. 

Although copper prices remained weak in 1984, total stocks of refined 
copper held by commodity exchanges and Western World producers fell 
by an estimated 425,000 tons, a reduction of one-third. A further decline 
in stocks, along with continued economic recovery, is expected to result 
in higher prices. 

The copper concentrates market was even tighter for concentrate 
buyers in 1984 than in 1983 as Pacific Rim smelters and trading com- 
panies bid aggressively for available tonnages. Two major and several 
minor contracts were negotiated with U.S. mines to fill the Inspiration 
Copper smelter. At Hudson Bay Mining, copper concentrates are being 
secured to fill its smelter. 

Zinc metal sales were 65,000 tons for Hudson Bay Mining in 1984, to 75 
non-captive customers. The zinc market began the year with a continua- 
tion of the price surge of 1983, but peaked in April when consumers 
began to rely on accumulated stocks rather than new purchases. Com- 
bined with a moderation of economic growth, this led to a rapid increase 
in producer inventories and a reduction in prices. However, Western 
World consumption is expected to be above production by mid-1985 and 
cause prices to improve. Zinc concentrate purchases met Hudson Bay 
Mining’s zinc plant requirements in 1984 and have been concluded 
for 1985. 


15 


Adrian M. Doull, left, Senior Vice President, Administration of Inspiration Resources and 
William T. Dible, President of Terra Chemicals, are deep in conversation during an inspection tour 


of a farm retail outlet, one of several that were equipped to provide micro-computers and agricul- 
tural software products. 
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TERRA CHEMICALS INTERNATIONAL, INC. 


Throughout 1984, suppliers to U.S. agriculture faced an industry 
plagued with low farm incomes, declining agricultural land values and 
high interest rates, resulting in severe financial problems for many 
farmers. In addition, the strong U.S. dollar weakened export demand 
for U.S. grain. 

In this difficult 1984 economic environment following the Payment 
in Kind program of 1983, Terra experienced a substantial increase in 
volume of business and improved, but still unsatisfactory, earnings. An 
unprecedented wet spring season shifted demands in product usage to 
liquid fertilizers. Terra’s marketing flexibility, along with its capacity to 
switch production at its two manufacturing locations, enabled the com- 
pany to supply the market. 

Terra’s 1984 net sales totaled $370.1 million, up 30.5% from 1983 sales 
of $283.5 million. The 1984 operating profit of $13.7 million compares 
with an operating loss of $11.5 million in 1983. Increased wholesale 
nitrogen volumes, improved wholesale nitrogen prices and lower costs 
were the major positive contributory factors. 

Although much improved over 1983, results from Terra’s over 100 
retail farm centers in the Midwest, South and Southwest were adversely 
affected by disappointing sales of crop-protection products, lower-than- 
planned fertilizer sales in the Midwest and lower-than-anticipated 
prices for most products. 

Several steps have been taken to improve retail marketing efficiencies 
in 1985 and further develop Terra’s niche strategy: a new retail organiza- 
tion structure was introduced to segregate crop-protection (Crop- 
Protection Products Group) from fertilizer operations (Fertilizer 
Products Group) and provide a more focused marketing effort; the com- 
pany acquired ADI Distributors, Inc., a crop-protection products 
distributor which markets in Indiana, Ohio, Michigan and Illinois; a 
newly-constructed liquid and dry flowable agricultural chemicals formu- 
lation facility in Blytheville, Arkansas, commenced operation in the 
fourth quarter, the new Farm TABS (Total Agri Business Systems) Divi- 
sion began marketing microcomputers and agricultural software pro- 
ducts at selected retail locations to meet the unique management needs 
of farmers. 

In February 1985, Terra acquired the assets and businesses of the 
Agricultural Products Divison (Sohigro) of Sohio Chemical Company, a 

subsidiary of The Standard Oil Company of Ohio. Sohigro provides 
purchased crop-protection products and services to the farming com- 
munity through 118 retail outlets located in the eastern corn belt states of 
Ohio, Michigan, Indiana, Illinois, and in Kansas and Missouri. The 
acquisition positions Terra as a national marketer of a wide range of 
products for the farm and as what is believed to be one of the largest, in- 
dependent purchasers of both fertilizers and crop-protection chemicals 
in North America. 
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Inspiration Coal greatly improved its productivity and long-term marketing efforts during 1984. 
One of the efficient operating units was the Harman Mine in Virginia. Left to right, Michael B. 
Smith, Vice President, Finance, Inspiration Resources, Harold S. Schwartz, President, Inspiration 
Coal and Evert T. Bron, Vice President, Technical, Inspiration Resources, examine product. 


INSPIRATION COAL INC. 


1984 was particularly significant for the U.S. coal industry in that new 
production and consumption records were set and a national wage 
agreement, to which Inspiration Coal operating companies are parties, 
was negotiated with the United Mine Workers without a strike for the 
first time since 1966. In anticipation of a strike last October, customers ac- 
celerated purchases for inventory purposes, resulting in a buoyant coal 
market in the first nine months, followed by a downturn in the final 
quarter of 1984 and early 1985. 

Surplus production capacity in the United States continues to depress 
coal prices in the domestic market, while the strength of the dollar has 
seriously affected the competitive position of U.S. coals traded inter- 
nationally. Inspiration Coal’s performance was gratifying in that record 
sales and an 18% reduction in unit operating costs resulted in reduced 
losses. 

Inspiration Coal’s sales in 1984 totaled 2.2 million tons, compared with 
1.2 million tons in 1983, and net sales were $72.2 million, compared with 
$39.2 million in 1983. Despite a 4.1% reduction in prices received, the 
significant improvement in unit costs reduced its operating loss from 
$9.2 million in 1983 to $4.6 million in 1984 before a non-recurring charge. 
Late in the year, it was concluded that the Bailey Mining operation was 
no longer economically viable and it was abandoned, resulting ina 
charge of $10.2 million in the fourth quarter. 

As a result of the continuing strategy to increase Inspiration Coal’s 
contract supply base, sales under long-term contracts increased from 
260,000 tons in 1983 to nearly 1.0 million tons by the end of 1984. 

The Board of Directors appropriated $2.7 million to modernize and 
expand the Sovereign preparation plant in Kentucky, which will sub- 
stantially reduce costs and improve the efficiency of Inspiration Coal’s 
lowest-cost operation. It is expected that the new plant will commence 
operations in August 1985. 

The outlook for 1985 is for gradually improving coal demand and for 
excess stockpiles to be reduced through the first quarter. No significant 
price increases are expected. However, it is expected that expansion will 
continue in the domestic thermal coal sector, while the metallurgical coal 
markets will remain unchanged. 

In 1985 Inspiration Coal is forecast to turn profitable, with sales ex- 
ceeding 3.0 million tons and revenues in excess of $100 million. 
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PRODUCTION/RESERVES/PRICES 


PETROLEUM 

Oil and Gas Average 

Gross Sales Prices 

Dollars Dollars 
per Barrel per Mcf 
40 4 


80 81 82 83 84 


@ U.S. crude oil price 
# Indonesia crude oil price 


@ U.S. natural gas price 
($ per Mcf) 


(quantities in thousands) 1984 1983 1982 1981 1980 
Production 
Crude Oil (Barrels) 
Indonesia 1222 1,360 1,463 1,420 1,663 
United States 582 428 373 334 254 
Canada 124 68 FA 66 78 
Natural Gas (Mcf) 
United States 2,854 1,742 1,607 1,385 471 
Canada 418 167 179 199 22? 
Proved Reserves 
Crude Oil (Barrels) 
Indonesia 8,353 9 275 11,154 11,650 8,889 
United States 3,819 DL IS 2,130 1,853 1,566 
Canada 510 482 529 5383 593 
Natural Gas (Mcf) 
United States 27,034 15,854 LOPS 14,336 12,070 
Canada 6,962 3,887 SANS 3,874 4,157 
Sales Prices 
Crude Oil & Natural Gas 
Liquids ($ per Barrel) 
Indonesia 29.00 29.43 34.88 35.00 32.36 
United States 25.37 DIM) 28.69 32.46 22.98 
Canada 20.83 24.54 ATA 17.81 15.30 
Natural Gas ($ per Mcf) 
United States 3.12 3.63 2.80 2.78 eT 
Canada 2.33 PIS} 1.47 ‘leit 1.20 
Lifting Costs 
($ per equivalent Barrel)?) 
Indonesia 11.00 10.54 11.48 9.84 6.48 
United States Bal, 6.30 7.86 8.98 7.20 
Canada 3.30 broil 6.94 3.94 2.36 
Acreage (Includes developed 
acreage) 
United States 
Gross Acres 2,746 1,462 AO) 2,146 1,669 
Net Acres 776 605 23 909 729 
Indonesia 
Gross Acres 1,667 2,144 2,144 2,144 247 
Net Acres 421 922 922 AGS) 67 
Other 
Gross Acres 20,399 28,208 28,579 21 p2AS 14,910 
Net Acres 1,788 2,389 2,463 DBT: 1,210 


(1) Statistics for 1983 and earlier refer to operations wholly owned by Inspiration Resources. 1984 statistics 
include Trend Exploration, Trend International and Plateau Oil for 12 months, plus Madison for 9 months 
from April 3, 1984, the date at which Madison acquired Trend Exploration and Trend International. Inspiration 
Resources’ net interest in Madison was 38.8% from April 3 to November 23, then 57.3% until December 31, 


1984, when it became 54.8%. 


(2) Unit lifting costs are expressed in equivalent units. Gas has been converted to oil based on a relative 


energy content of 6 Mcf to 1 equivalent barrel. Unit costs reflect only production costs including windfall 
profits tax but do not include amortization of capitalized costs or general overhead expenses. 


20 


METALS 


Copper and Zinc 
Average Published Prices* 


Cents per pound 
100 


@ Copper 

@ Zinc 

*Copper prices are New York 
Commodity Exchange published 
prices for copper cathode. Zinc 
prices are the London Metal 
Exchange quoted cash prices. 


Gold and Silver 
Average Published Prices* 


Dollars per ounce 


650 25 
520 20 
390 15 
260 10 
130 es 
80 81 828384 80 81 82 83 84 

@ Gold 

@ Silver 

*New York Commodity 


Exchange published prices. 


(quantities in thousands) 1984 1983 1982 1981 1980 
Mine Production 
United States 
Ore and waste mined (tons) 41,420 38,720 S007, 41,714 27,568 
Ore mined (tons) 15,749 15,002 15,665 17,785 11,495 
Copper (%) 0.499 0.515 0.527 0.502 0.558 
Zinc (%) 0.073 = = =a = 
Silver (oz./ton) 0.112 0.091 0.084 0.009 0.039 
Canada 
Ore mined (tons) 1,827 1,845 1,798 1,935 1S 
Copper (%) 2.47 DDS D8} Dx (ill 2.10 
Zinc (%) 2.48 2.60 2.76 DEA 2.61 
Gold (0z./ton) 0.044 0.041 0.043 0.034 0.035 
Silver (oz./ton) 0.631 0.501 0.529 0.486 0.536 
Metal Production 
United States 
Refined Copper (Ibs.) 169,608 162,245 1527376 144,017 81,623 
Zinc in concentrates (Ibs.) 23,071 — — — — 
Silver (0z.) ivy 1 ATAL 1,224 265 352 
Canada 
Refined Copper (Ibs.) 141,716 146,986 121,264 148,267 145,013 
Slab Zinc (lbs.) 174,908 163,480 122,865 149,194 153,031 
Gold (0z.) 69 5 70 65 74 
Silver (oz.) 1,320 ap oilat 1,360 1,267 1b S15, 
Proven and Probable Mineral Reserves at December 31 
Active Mines 
Flin Flon/Snow Lake- 
Underground (tons)? 13,630 14,216 17,280 18,950 20,279 
Copper (%) 2.60 PEP Qe52 2.50 2.55 
Zinc (%) 3.50 3.59 2.83 2.78 2.68 
Silver (oz./ton) 0.57 0.59 0.52 252. 0.52 
Gold (0z./ton) 0.041 0.041 0.035 0.035 0.035 
Inspiration Mines-Open pit 
(tons) 250,703 189,695 191,529 220,673 265,333 
Copper (%) 0.55 0.52 0.54 0.51 0.55 
Other-Underground (tons) 4,098 2,899 1,946 2,046 1,809 
Copper (%) 0.14 e222) 0.35 0.35 0.47 
Zinc (%) 0.79 = = = = 
Silver (oz./ton) 3.02 4.63 5.18 Selly 5.85 
Inactive Mines 
Underground (tons) 13,382 33, 155 30,931 30,964 DAS OTS 
Copper (%) 0.29 1e23 1.20 25 1.80 
Zinc (%) 6.52 DESY 2.63 DBS) — 
Lead (%) 5.14 2.08 DOD Dall — 
Silver (oz./ton) 1.85 0.73 0.75 0.71 _ 
Gold (oz./ton) 0.012 0.002 — — _ 
Open pit —_ 115,502 115,502 TS), SO 90,975 
Copper (%) = 0.36 0.36 0.36 0.39 
Tanco 
Ore (tons) 1,005 1,005 1,081 1,154 1,210 
Stored tailings (tons) 702 702 702 743 798 
Tantalum Pentoxide (%) 
Ore 0.131 0.131 0.138 0.144 0.139 
Stored Tailings 0.065 0.065 0.065 0.065 0.073 
Average Market Price 
Copper (¢/Ib.) 61.32 71.90 65.82 78.66 96.76 
Zinc (¢/Ib.) 41.70 S47S BB) 38.93 34.48 
Gold ($/o0z.)® 360.36 424.18 376.23 459.02 611.98 
Silver ($/0z.)® 8.15 11.46 7.95 10.53 20.65 


(1) Includes Corporation’s 44% interest in Trout Lake mine. 


(2) New York Commodity Exchange (Comex) prices. 


(3) London Metal Exchange quoted cash prices. 
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AGRICULTURAL CHEMICALS 


Agricultural Chemicals 
Net Sales Revenues 


Dollars in millions 


400 


@ Other 
@ Agricultural Chemicals 
@& Fertilizers 


(quantities in tons) 1984 1983 1982 1981 1980 
Production 
Port Neal: 
Anhydrous ammonia 218,211 167,287 218,803 229,793 230,514 
Urea liquor 179,956 142,811 181,288 203,335 216,694 
Urea fertilizer-solid 42,155 SRA 32,409 47,954 47,300 
Urea feed-solid 18,728 24,259 43,859 49,715 56,738 
Ammonia nitrate liquor 151,616 116,479 155,503 156,080 156,772 
Nitric acid 123,386 94,973 125/125 126,670 127,503 
Ammonium nitrate prills 22,630 23,829 31,051 41,631 44,322 
Nitrogen solution (as 
produced with nitrogen 
content of 28%) 346,903 249,834 316,472 295 127. 306,101 
Woodward: (1) 
Bison (total nitrogen 
solutions) 283,381 258,069 222,816 273,33 286,865 
Oklahoma Nitrogen 
(ONC) 
(total ammonia) 421,957 378,083 363,293 452,862 477,041 


(1) Terra’s share is 63% of Bison’s nitrogen solution production. Terra’s share of ONC’s ammonia production 
up to May 15, 1983 was 25%, thereafter 37.5%. Terra’s weighted share of ONC’s ammonia production for 
1983 was 32.4% of one year’s production. 


COAL 


Coal Production and 
Average Price Realized 


Sales tons Selling price 
(Millions) (Dollars per ton) 
25 


81 82 83 84 


81 82 83 84 


(quantities in thousands of tons) 1984 1983 1982 1981 1980 
Production 
Harman 911 287 640 864 _ 
Sovereign 616 380 426 562 = 
Bailey _ 58 259 307 — 
Wheelwright 738 424 425 671 — 
Total (1) 2,265 1,149 750 2,404 — 
Reserves 
Harman 24,582 25,183 25,434 (2) — 
Sovereign 14,770 152270) 15,692 (2) _ 
Bailey 10,828 7,020 Key (2) = 
Wheelwright 61,360 37,741 38,896 (2) — 
Total 111,540 85,214 87,239 (2) = 
Sales Statistics 
Average Selling Price ($ per ton) 32.34 Boe 40.41 Diol 


(1) Inspiration Coal’s share of production from these operations since their acquisition was approximately 50% 


of production in 1981 and 100% in subsequent years. 


(2) In 1982 standard parameters for calculating reserves based on U.S. Bureau of Mines criteria were used for the 
first time. The 1981 reserves would not have differed materially from 1982 reported reserves if they had been 


calculated on the present basis. The initial investment in coal was aquired in 1981. 
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FINANCIAL REVIEW 
Results of Operations 


1984 Compared with 1983 

Although sales volumes for most products increased 
significantly and cost restraint efforts were maintained 
throughout the year, continued price deterioration and 
significant unusual charges contributed to disappoint- 
ing results in 1984. For the full year, the Corporation lost 
$101.3 million on revenues of $912.9 million as com- 
pared with a loss of $82.7 million on revenues of $815.5 
million in 1983. However, operating income in the 
current year before major unusual items rose to $10.5 
million from a comparable operating loss of $19.1 
million in the prior year. Provisions for losses on 
property abandonments in the domestic metals and 
coal segments totaling $15.5 million reduced operating 
results to a loss of $5.0 million in the current year. In 
contrast, a $5.5 million provision for losses on property 
abandonments in the domestic metals segment 
increased the 1983 operating loss to $24.6 million. 


Two items of a non-operating nature which also were 
major contributors to the shortfall in 1984 results were 
the write-down of an investment, for which no 
comparable item existed in 1983, and an increase in the 
Corporation’s equity in losses of unconsolidated 
affiliates. The Corporation recorded a loss this year of 
$18.5 million on the write-down of its investment in 
Marline Oil Corporation in recognition of the adverse 
economic events affecting Marline and the resulting 
reorganization of Marline currently taking place. See 
Note 15 of Notes to the Consolidated Financial 
Statements for more information with respect to 
Marline’s reorganization. 


In addition, the Corporation reported $15.6 million as 
its equity in losses of unconsolidated affiliates in 1984 
compared with income of $0.7 million in 1983. Included 
in the 1984 amount are the Corporation’s share of losses 
incurred by Marline totaling $9.5 million, principally 
reflecting write-downs of Marline’s petroleum assets in 
accordance with cost center ceiling limitations. The Cor- 
poration also recorded a $4.5 million equity loss in 
Conquest Exploration Company, arising primarily from 
the sale of certain petroleum producing properties by 
Conquest. 


The Corporation acquired its venture capital and special 
situation investment interests in 1984 through its 
investment in April in Danville Resources, Inc. Danville 
made several investments in industries in high growth 
markets during the year. The related segment operating 
loss of $2.3 million was attributable mainly to adminis- 
trative expenses. 


Petroleum operations realized operating income in 1984 
of $17.3 million on operating revenues of $70.2 million. 


This compared with operating income of $24.3 million 
in 1983 on operating revenues of $64.9 million. Indone- 
sian operations of Trend International Limited declined 
from 1983 levels reflecting lower crude oil production 
and higher unit operating costs. Reduced crude oil and 
natural gas prices, lower natural gas sales by Trend 
Exploration Limited and $2.9 million of losses on the 
sale of investments by Madison negatively affected 
domestic operating results in 1984, despite higher crude 
oil production. 


After showing some upward movement in the first part 
of 1984, copper and zinc prices deteriorated signifi- 
cantly in the latter half of the year. The New York 
Commodity Exchange (Comex) copper price averaged 
only $0.61 per pound in 1984, down significantly from 
the average 1983 price of $0.72 per pound. The London 
Metal Exchange cash price of zinc averaged $0.42 per 
pound compared with $0.35 per pound in 1983. Asa 
result, the impact of these depressed prices continued 
to detract from the positive effects of productivity gains 
and cost reduction measures in the metals operations. 
Improved results were evident in that the operating loss 
before unusual charges of the metals segment declined 
from $22.8 million in 1983 to $13.7 million in 1984. 
Similarly, the operating loss, including provisions for 
losses on the abandonment of properties, fell to $18.9 
million in the current year from $28.2 million in 1983. 


Cost reduction efforts initiated in prior years at Hudson 
Bay Mining and Smelting Co., Limited (HBMS) con- 
tinued into 1984 and were critical in reducing the 
operating loss of its metals operations to $3.9 million 
from $8.7 million in 1983. Operating revenues in 1984 of 
$228.6 million were below the $246.6 million recorded 
in 1983 as a result of slightly reduced copper produc- 
tion, reflecting lower concentrate purchases, and lower 
copper prices. Zinc production and prices were up in 
1984, however, partially mitigating the negative impact 
of the copper results. Because of the strength of the zinc 
market earlier in the year, HBMS’s zinc-related, non- 
mining operations showed improvement as well. 


The Inspiration Minerals group, consisting of 
Inspiration Consolidated Copper Company and 
Inspiration Mines, Inc., also reported improved results, 
cutting its operating loss before provisions for losses on 
property abandonments to $9.8 million in 1984 from 
$14.1 million last year as operating revenues increased 
to $178.9 million from $171.9 million. The combined 
impact of increased production of copper, zinc and 
silver, along with continued cost containment efforts, 
was largely offset by reduced copper and silver prices. 
While production costs were reduced significantly, 
exploration and development expenses increased, 


Zo 


largely reflecting work performed in connection with 
precious metals projects. Losses on the abandonment of 
mining and related properties added $5.3 million to the 
operating loss in 1984 and $5.5 million in 1983. 


As aresult of a sharp reduction in 1984 in the Federal 
government’s Payment-In-Kind (PIK) program, Terra 
Chemicals International, Inc.’s agricultural chemicals 
operations reflected a dramatic turnaround. Under the 
PIK program, the Federal government had provided 
commodities to farmers in exchange for their decreasing 
acreage under cultivation in order to reduce stored 
surpluses of products and increase farm prices. With 
the reduction in this subsidy program, farmers 
significantly increased their production. In particular, 
planted acreage in the United States of corn rose 34%, 
sorghum 45% and cotton 41%. Reflecting this favorable 
situation, Terra reported operating income of $13.7 
million in 1984 compared with an operating loss of $11.5 
million last year. Operating revenues grew to $376.4 
million from $290.9 million. Margins for Terra’s retail 
and manufactured fertilizer operations also improved 
as unit prices and volumes increased and unit costs 
declined. 


At Inspiration Coal Inc., an operating loss of $4.6 
million before a non-recurring charge in 1984 compared 
favorably with an operating loss of $9.2 million a year 
ago. Operating revenues grew to $73.7 million in 1984 
from $40.4 million as coal sales nearly doubled, reflect- 
ing increased demand for both steam and metallurgical 
coals as the U.S. economy strengthened. Shipments 
under two new long-term contracts were initiated this 
year. More efficient operations permitted Inspiration 
Coal to be more cost competitive without eroding its 
margins, thereby contributing further to its ability to 
increase shipments. Faced with the approaching 
expiration of a mineral lease in 1986 and little change 
expected in conditions in the coal industry in the near 
future, Inspiration Coal recorded a $10.2 million non- 
recurring charge in 1984 to provide for the loss on the 
abandonment of an uneconomic mining property. Asa 
result, its operating loss for 1984 increased to $14.8 
million and trailed 1983 results. 


In addition to the write-down of the Marline investment 
and equity in losses of unconsolidated affiliates previ- 
ously discussed, two other non-operating items varied 
significantly from 1983. Minority interest had a $7.2 
million favorable impact this year as compared with 
1983, primarily reflecting the losses incurred at less than 
wholly-owned subsidiaries in venture capital and 
petroleum operations. Income taxes had a $7.1 million 
unfavorable impact in 1984, however, as compared with 


1983, reflecting higher U.S. provisions attributable to 
Madison’s operations and reduced Canadian tax 
benefits. 


1983 Compared with 1982 

The Corporation lost $82.7 million on revenues of $815.5 
million in 1983 compared with a loss before extraordi- 
nary item of $72.3 million on revenues of $811.5 million 
in 1982. Operating results showed some improvement 
in 1983 over 1982 as the operating loss before unusual 
items declined to $19.1 million from $22.0 million, 
reflecting improvement in the metals segment which 
more than offset poorer results elsewhere. Negatively 
affecting 1983 operating results, however, was a $5.5 
million provision for losses on the abandonment of 
mining properties in the domestic metals segment 
which increased the total operating loss of the 
Corporation to $24.6 million. 


Petroleum operating income of $24.3 million in 1983 was 
sharply below the $33.9 million recorded in 1982 due to 
Indonesian operations where lower prices and produc- 
tion volumes negatively affected earnings. Despite 
lower prices, increased domestic production contrib- 
uted to near break-even results in 1983 compared to a 
loss in 1982. 


Despite a small increase in the average Comex copper 
price from $0.66 per pound in 1982 to $0.72 per pound 
in 1983, operating results in the metals segment were far 
from satisfactory although significant improvement 
was evident in Canadian operations. Increased copper 
and zinc production, combined with the positive impact 
of cost restraint efforts, helped HBMS reduce its 
operating loss from metals operations to $8.7 million 
from $31.9 million in 1982. Increased purchases of 
higher-priced copper concentrates and higher smelter 
standby and maintenance costs contributed to the $14.1 
million operating loss before unusual charges incurred 
by the domestic metals operations in 1983. This com- 
pared with a loss of $13.9 million reported for 1982 
which included the benefit of a $3.5 million gain on the 
sale of an investment. A $5.5 million provision for 
losses on the abandonment of certain mining properties 
further impacted domestic metals operating results in a 
negative manner in 1983. 


In order to reduce significant surpluses of stored farm 
products, the Federal government instituted the PIK 
program in 1983 which negatively affected the agricul- 
tural chemicals industry nationwide. Cultivated 
acreage declined significantly overall, including corn 
which fell 26%, sorghum 26%, spring wheat 31%, 
cotton 30% and soybeans 10%. As a result, Terra’s 
operating loss for 1983 of $11.5 million was nearly two 


24 


and one-half times its 1982 operating loss of $4.7 
million. Lower sales volumes and prices were evident 
and contributed to reduced retail margins. Manufac- 
turing margins were similarly affected as lower sales 
prices and higher unit costs negatively impacted 
operations. 


Coal operations also suffered the impact of lower sales 
volumes and prices which led to margin erosion. As a 
result, the operating loss for 1983 grew to $9.2 million 
from $5.4 million in the prior year. Coal sales were only 
two thirds of 1982 volumes reflecting the depressed 
economic conditions of the coal industry. 


Non-operating expenses increased in 1983 as lower 
available domestic deductions contributed to a $7.5 
million reduction in income tax benefits as compared 
with the prior year. In addition, unallocated corporate 
costs increased $6.0 million over the 1982 total primarily 
as a result of the corporate reorganization. 


Liquidity and Capital Resources 

Although continuing to incur significant losses, the 
Corporation increased its cash and cash equivalent 
balance to $145.9 million in 1984 from $74.1 million at 
the end of 1983. This was attributable to the April 1984 
transaction wherein Danville and Madison became 
consolidated subsidiaries, thereby adding $95.1 million 
of cash to the consolidated total. During 1983, the 
Corporation increased its cash balance from $21.8 
million to $74.1 million. 


Operations provided $16.9 million of cash in 1984 after 
having used $1.5 million in 1983. Although the loss for 
1984 exceeded that of the prior year, it included $29.3 
million of non-cash expenses in excess of those included 
in 1983, related primarily to higher deferred tax 
provisions, equity losses and abandonment losses. 
Reduction of non-cash working capital provided $14.2 
million of funds in 1984 after having provided $6.5 
million in 1983. Additionally the write-down of the 
Marline investment in 1984 constituted an additional 
$18.5 million of non-cash expense. 


Equity financings constituted the most significant 
source of cash in both 1984 and 1983, contributing 
$183.8 million in 1984 and $180.8 million in 1983, 
including $98.9 million and $111.5 million, respectively, 
from Minerals and Resources Corporation Limited. 
Portions of these proceeds were used to reduce long- 
term debt by $42.8 million in 1984 and $36.9 million 

in 1983. 


During 1984, short-term borrowings increased $43.3 
million and were used largely to finance, ona 
temporary basis, new investments totaling $74.7 


million, including equity investments in Universal 
Resources Corporation by Madison and in The Prospect 
Group, Inc. by Danville. In 1983, short-term borrow- 
ings were reduced $23.4 million and investment activi- 
ties provided $3.8 million of cash. 


Capital expenditures totaled $88.7 million in 1984, up 
from the $71.6 million spent in 1983. Capital expendi- 
tures for petroleum operations totaled $46.3 million in 
1984, or approximately 52% of capital spending, 
whereas in 1983 petroleum-related expenditures 
accounted for only 35% of the total, amounting to $24.8 
million. The metals segment accounted for only $29.7 
million, or 33%, of capital spending this year compared 
with $37.3 million, or 52%, in 1983. 


Reflecting an emphasis on petroleum operations, in 
April the Corporation acquired an interest in Danville 
and Madison. In November and December, the 
Corporation increased its percentage ownership of 
these companies. The April transaction was accom- 
plished through the exchange by the Corporation of its 
interest in the Trend companies. The November and 
December transactions were accomplished by exchang- 
ing $20 million in cash, derived from the Corporation’s 
December 1984 public offering, and 12 million Common 
Shares for 4 million Madison shares held by the public. 


As of the end of 1984, the Corporation’s working capital 
ratio was 1.44:1, down slightly from 1.73:1 as of Decem- 
ber 31, 1983. However, its debt to equity ratio had 
improved slightly from 0.78:1 at the end of 1983 to 
0.73:1 as of December 31, 1984. 


For 1985, the Corporation plans to invest approximately 
$100 million in its capital spending program, of which 
approximately $70 million will be related to its petro- 
leum operations. It is expected that these projects will 
be financed through a combination of internally- 
generated funds, additional borrowings under the 
Corporation’s credit facilities and possible new equity 
offerings. 


In March 1985, the Corporation acquired the agricul- 
tural products division of Sohio Chemical Company 
(Sohigro), a subsidiary of The Standard Oil Company 
of Ohio, for approximately $70 million. The assets 
acquired consisted primarily of working capital. The 
Corporation financed this transaction through addi- 
tional borrowings under its long-term credit facilities. 
The Corporation believes that internally-generated 
funds and available borrowings under its credit facilities 
are sufficient to meet its working capital needs, 
including additional inventory purchases resulting 
from the Sohigro acquisition. 
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BUSINESS SEGMENTS 


Inspiration Resources Corporation 


December 31, 1984 


Venture Agricultural 
(in thousands) Capital® Petroleum Metals Chemicals Coal Corporate Consolidated 
Revenues 
Net sales 
United States $ _ $ 23,978 $177,193 $370,110 $ 72,186 $ — §$ 643,467 
Indonesia _ 357556 — _ — — 35/556 
Canada — Px SEW 222,242) ~ — — 224,563 
— 61,865 399,425 370,110 72,186 — 903,586 
Equity in losses of 
unconsolidated affiliates (6,106) (9,803) 287 _ _ — (15,622) 
Interest and other 
income 261 8,309 87123 6,294 SP 452 24,960 
Total Revenues $ (5,845) $ 60,371 $407,835 $376,404 $ 73,707 $ 452 $ 912,924 
Operating Income (Loss) 
Before Major 
Unusual Items 
United States $ (2,304) D: (2,779)0) 9,795) $ 13,707 $ (4,595) $ — $.. (65762) 
Indonesia — 18,965 — — — — 18,965 
Canada — 1,145 (3,871) — _ _ (2,726) 
(2,304) 17,335 (13,666) 13,707 (4,595) _ 10,477 
Provisions for losses 
on property 
abandonments = (5,273) — (10,189) — (15,462) 
Operating Income (Loss) $ (2,304) $17,335 $ (18,939) $ 13,707 $(14,784) $ — (4,985) 
Write-down of 
investment (18,472) 
Equity in losses of | 
unconsolidated 
affiliates (15,622) 
Corporate and 
unallocated expenses (10,464) 
Minority interest 6,860 
Interest expense (53,409) 
Provision for 
income taxes (5,199) 


Net Loss $ (101,291) 
ep a 
Identifiable Assets 

United States $125,267 $435,259 $212,709 $211,140 $124,558 $3,187 $1,112,120 

Indonesia — 60,281 _ _ — _ 60,281 

Canada — 9,262 310,465 _— — — 319,727 
Total Identifiable Assets $125,267 $504,802 $523,174 $211,140 $124,558 $3,187 $1,492,128 
Depreciation, Depletion 

and Amortization $ 165 $ 21,018 $ 36,689 $ 6,574 $ 5,946 $ 371 $ 70,763 
Capital Expenditures $ 124 $ 46,265 $ 29,702 $ 10,879 $ 1,459 Siv2oe $ §©88,681 


(a) Includes leveraged buyouts and other special situation investments. 
(b) Includes export sales of $152.4 million, including $100.6 million to the United States and the remainder to Europe. 


(c) Includes $2.9 million loss on sale of investments. 


(d) Includes investments in unconsolidated equity affiliates of $46.1 million, $187.0 million and $6.6 million in the venture capital, petroleum 
and metals segments, respectively. 
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BUSINESS SEGMENTS 


Inspiration Resources Corporation 


December 31, 1983* 


Agricultural 
(in thousands) Petroleum Metals Chemicals Coal Corporate Consolidated 
Revenues 
Net sales 
United States $ 18,005 $171,671 $283,498 $ 39,221 $ — Gar el 395 
Indonesia 40,116 — — ~ — 40,116 
Canada 2,426 242,7696) _ a — 245,195 
60,547 414,440 283,498 Oo ,221 _ 797,706 
Equity in earnings of 
unconsolidated 
affiliates — 718 ~ _ — 718 
Interest and other income 4,358 4,084 7,442 1,193 (3) 17,074 
Total Revenues $ 64,905 $419,242 $290,940 $ 40,414 $ (3) $ 815,498 
Operating Income (Loss) 
Before Major Unusual Item 
United States $ ©6114) $ (14,101) $(11,480) $ (9,164) $  — $ (34,859) 
Indonesia 22,722 — _ — DoT 2D. 
Canada 1,701 (8,672) -— — (6,971) 
24,309 2773) (11,480) (9,164) = (19,108) 
Provisions for losses on 
property abandonments — (5,457) — _ = (5,457) 
Operating Income (Loss) $ 24,309 $ (28,230) $(11,480)  $ (9,164) - (24,565) 
Equity in earnings of 
unconsolidated 
affiliates 718 
Corporate and unallocated expenses (8,365) 
Minority interest (388) 
Interest expense (51,920) 
Benefit of income taxes 1,863 
Net Loss $ (82,657) 
Identifiable Assets 
United States $166,422 $222,575 $173,139 $139,092 $5,833 $ 707,061 
Indonesia 53,159 — —_ — — 53,159 
Canada 9,897 340,972 — 42 - 350,911 
Total Identifiable Assets $229,478 $563,547 $173,139 $139,134 $5,833 Sidi 
Depreciation, Depletion and 
Amortization $ 18,994 $ 45,090 $ 7,818 o> 192,709 $ 765 $ 75,436 
Capital Expenditures $ 24,786 § 37;a22 spats ede BO Ben el Big bY2 $ 488 PT Rey Fil eoe if 


* Certain amounts have been reclassified. See Note 2. 


(a) Includes export sales of $179.9 million, including $137.1 million to the United States and the remainder to Europe. 


(b) Includes investments in unconsolidated equity affiliates of $6.3 million in the metals segment. 
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BUSINESS SEGMENTS 


Inspiration Resources Corporation 


December 31, 1982* 


Agricultural 
(in thousands) Petroleum Metals Chemicals Coal Corporate Consolidated 
Revenues 
Net sales 
United States $ 15,228 $140,310 $308,726 $70,552 $ — $ 534,816 
Indonesia 52,403 — — — _ 52,403 
Canada 2,890 201,164@ os — 204,054 
7OR52). 341,474 308,726 70,552 = FIV 273 
Equity in losses of 
unconsolidated 
affiliates — (5,477) - — — (5,477) 
Interest and other income 4,888 11,439 7,946 1,495 (53) Zon KO 
Total Revenues $ 75,409 $347,436 $316,672 $ 72,047 5 (53), 2 S581 oae 
Operating Income (Loss) 
United States $ (1,146) $(13,888)) $ (4,675) $ (5,397) $  — $ (25,106) 
Indonesia 33,002 — — — — 33,002 
Canada 2,040 (31,936) — — — (29,896) 
Operating Income (Loss) $ 33,896 $ (45,824) $ (4,675) $ (5,397) $ — (22,000) 
Equity in losses of 
unconsolidated 
affiliates (5,477) 
Corporate and unallocated 
expenses (2337) 
Minority interest (694) 
Interest expense (51,182) 
Benefit of income taxes 9/348 
Loss Before Extraordinary lem $ (72,342) 
Identifiable Assets 
United States $158,335 $217,519 $198,386 $146,781 $1,866 $ 722,887 
Indonesia 40,392 —_ — _ — 40,392 
Canada 4,360 324,635 — — _ 328,995 
Total Identifiable Assets© $203,087 $542,154 $198,386 $146,781 $1,866 $1,092,274 
Depreciation, Depletion and 
Amortization $ 16,558 $ 37,024 $ 8,190 $ 4,197 $ — $ ©6©65,969 
Capital Expenditures $°274705 $ 44,863 $ 13,138 $ 30,803 $ — $ 116,509 


* Certain amounts have been reclassified. See Note 2. 


(a) Includes export sales of $145.9 million, including $92.4 million to the United States and the remainder to Europe. 
(b) Includes $3.5 million gain on sale of investment. 


(c) Includes investments in unconsolidated equity affiliates of $11.9 million in the metals segment. 
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RESPONSIBILITIES FOR FINANCIAL 
STATEMENTS 


The accompanying consolidated financial statements of 
Inspiration Resources Corporation and subsidiaries 
have been prepared in conformity with generally ac- 
cepted accounting principles appropriate in the circum- 
stances. The integrity and objectivity of data in these 
financial statements and accompanying notes and sup- 
plemental data, including estimates and judgments 
related to matters not concluded by year-end, are the 
responsibility of management. 


Management devotes ongoing attention to review and 
appraisal of its system of internal control. This system is 
designed to provide reasonable assurance, at appropri- 
ate cost, that assets are safeguarded and transactions 
and events are properly recorded. The system is aug- 
mented by careful attention to selection and devel- 
opment of qualified financial personnel, programs to 
further timely communication and monitoring of poli- 
cies, and periodic review by internal auditors. The 
system is also evaluated by independent public 
accountants during their examinations of the annual 
financial statements. 


These financial statements have been examined by our 
independent public accountants. Their report expresses 
their opinion on whether the financial statements pre- 
sent fairly our financial condition and operating results 
in conformity with generally accepted accounting prin- 
ciples. Their examinations are conducted in accordance 
with generally accepted auditing standards and include 
a review of internal controls and sufficient tests to pro- 
vide them with reasonable assurance that the financial 
statements neither are materially misleading nor con- 
tain material errors. 


Adrian M. Doull 
Senior Vice President, Administration 


REPORT OF INDEPENDENT ACCOUNTANTS 


To the Board of Directors and Stockholders of 
Inspiration Resources Corporation: 


In our opinion, based upon our examinations and the 
reports of other independent accountants referred to 
below, the accompanying consolidated statement of 
financial position and the related consolidated 
statements of operations and changes in stockholders’ 
equity and of changes in financial position present fairly 
the consolidated financial position of Inspiration 
Resources Corporation and its subsidiaries at December 
31, 1984 and 1983 and the results of their operations and 
the changes in their financial position for each of the 
three years in the period ended December 31, 1984 in 
conformity with generally accepted accounting prin- 
ciples consistently applied. Our examinations of these 
consolidated financial statements were made in accord- 
ance with generally accepted auditing standards and ac- 
cordingly included such tests of the accounting records 
and such other auditing procedures as we considered 
necessary in the circumstances. We did not examine the 
financial statements of Danville Resources, Inc. (Dan- 
ville), Madison Resources, Inc. (Madison), in 1983 and 
1982 Trend International Limited (TIL) and Trend Ex- 
ploration Limited (TEL), and in 1982 Hudson Bay Min- 
ing and Smelting Co., Limited (HBMS), consolidated 
subsidiaries, which statements reflect total assets con- 
stituting approximately 41% and 20% of consolidated 
assets at December 31, 1984 and 1983 and total revenues 
constituting 5%, 8% and 34% of consolidated revenues 
for the years ended December 31, 1984, 1983 and 1982, 
respectively. These statements were examined by other 
independent accountants whose reports thereon have 
been furnished to us, and our opinion expressed 
herein, insofar as it relates to the amounts included for 
Danville, Madison, TIL, TEL and HBMS, is based solely 
upon the reports of the other independent accountants. 


AS ss Sit gb 


153 East 53rd Street 
New York, New York 


March 22, 1985 
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION 


Inspiration Resources Corporation 


At December 31 
(in thousands) 1984 1983* 
Assets 
Current Assets 
Cash and U.S. Treasury securities $ 145,864 $ 74,051 
Accounts receivable, less allowance for doubtful accounts of 
$2,910 in 1984 and $2,267 in 1983 97,737 107,585 
Inventories 175,847 130,352 
Other current assets 26,387 7,674 
Total Current Assets 445,835 319,662 
Non-current Assets 
Investments 342,898 110,406 
Property, plant and equipment, net 676,766 650,592 
Other assets 26,629 30,471 
Total Assets $1,492,128 $1,111 13h 
Liabilities, Minority Interest and Stockholders’ Equity 
Current Liabilities 
Debt due within one year $ 102,850 G55 04 
Accounts payable 109,742 83,568 
Accrued liabilities 72,695 45,734 
Payable to affiliate 23,611 — 
Total Current Liabilities 308,898 184,343 
Non-current Liabilities 
Long-term debt 326,099 350,901 
Other liabilities 18,088 10,730 
Deferred income taxes 42,626 41,352 
Total Liabilities 695,711 587,326 
Minority Interest 212,503 5,794 
Stockholders’ Equity 
Capital Stock 
Common Shares, without par value; authorized 79,375 
and 43,000 shares; outstanding 36,330 and 11,828 
shares 36,330 11,828 
Class A Shares, without par value; authorized 29,125 and 
17,000 shares; outstanding 17,898 and 8,722 shares; 
convertible into Common Shares on a one-for-one 
basis 17,898 8,722 
Trust Shares, $0.0001 par value; authorized 16,500 shares; 
outstanding 8,360 and 9,699 shares 46,495 53,945 
Paid-in surplus 520,801 367,654 
Currency translation adjustment (29,946) (17,765) 
Retained earnings (deficit) (7,664) 93,627 
Total Stockholders’ Equity 583,914 518,011 
Total Liabilities and Stockholders’ Equity $1,492,128 SL ities 


* Certain amounts have been reclassified. See Note 2. 


See accompanying notes to the consolidated financial statements. 
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CONSOLIDATED STATEMENT OF OPERATIONS 


Inspiration Resources Corporation 


Year Ended December 31 


(in thousands, except per share amounts) 1984 Nase Bie 1982* 
Revenues 

Net sales $ 903,586 $797,706 $791,273 

Equity in earnings (losses) of unconsolidated affiliates (15,622) 718 (5,477) 

Interest and other income, net 24,960 17,074 20,7109 

912,924 815,498 811,511 

Costs and Expenses 

Cost of sales 763,223 693,025 702,086 

Depreciation, depletion and amortization 70,763 75,436 65,969 

Exploration expense 10,898 2,947 7,675 

Selling, general and administrative expense 83,649 70,845 65,595 

Minority interest (6,860) 388 694 

Interest expense 53,409 51,920 51g 1382 

975,082 894,561 893,201 

Loss before major unusual items, income taxes and 

extraordinary item (62,158) (79,063) (81,690) 
Write-down of investment (18,472) — — 
Provisions for losses on property abandonments (15,462) (5,457) — 
Loss before income taxes and extraordinary item (96,092) (84,520) (81,690) 
Benefit of (provision for) income taxes (5,199) 1,863 9,348 
Loss before extraordinary item (101,291) (82,657) (72,342) 
Extraordinary gain on sale of power plant _ — 44,979 
Net Loss $(101,291) $ (82,657) $ (27,363) 
Loss Per Share: 

Before extraordinary item $(3.11) $(3.82) $(4.45) 

After extraordinary item $(3.11) $(3.82) $(1.68) 


* Certain amounts have been reclassified. See Note 2. 


See accompanying notes to the consolidated financial statements. 
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Inspiration Resources Corporation 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Year Ended December 31 


(in thousands) 1984 1983* 1982* 
Sources of Cash 
Operations: 
Loss before extraordinary item $(101,291) $ (82,657) $ (72,342) 
Add (deduct) non-cash items: 
Depreciation, depletion and amortization 70,763 75,436 65,969 
Deferred income taxes 6,379 (10,307) (22,131) 
Provisions for losses on property abandonments 15,462 5,457 — 
Equity in (earnings) losses of unconsolidated 
affiliates 15,622 (718) 5,477 
Other income and expense items not affecting cash (4,237) 4,837 1,934 
Decrease (increase) in current assets: 
Accounts receivable 14,156 11,452 16,517 
Inventories (45,495) 17,845 25,079 
Other current assets (18,713) 2,693 (1,964) 
Increase (decrease) in current liabilities: 
Accounts payable 18,684 (19,977) 3,007 
Accrued liabilities 21,988 (5,563) (7,862) 
Payable to affiliate 23,611 — - 
Cash provided by operations 16,929 (1,502) 16,266 
Increase in minority interest arising from 
exchange of investments in subsidiaries 298,632 — — 
Write-down of investment 18,472 _— — 
Proceeds from sale of power plant — — 17,742 
Other, net 16,882 L037, (192735) 
Total Sources 350,915 (465) 14,273 
Uses of Cash 
Acquisition of Danville Resources, Inc. 
and Madison Resources, Inc., net of 
cash acquired of $95,135 (203,497) — — 
Capital expenditures (88,681) (71,597) (116,509) 
Acquisition of minority interest of subsidiaries (96,500) — (13,454) 
Investments (74,713) 3,826 18,066 
Dividends paid by subsidiaries = _ (12,187) 
Total Uses (463,391) (67,771) (124,084) 
Decrease in Cash and U.S. Treasury Securities before 
Financing Activities (112,476) (68,236) (109,811) 
Financing Activities 
Proceeds from sale of capital stock and warrants 183,826 180,817 — 
Stockholder contributions _ — 28,182 
Proceeds from long-term borrowings 73,855 191,834 101,844 
Reduction of long-term debt (116,701) (228,707) (92,684) 
Increase (decrease) in debt due within one year 43,309 (23,443) 57,962, 
Net Proceeds from Financing Activities 184,289 120,501 95,304 
Increase (Decrease) in Cash and U.S. Treasury Securities $ 71,813 eS 2208 $ (14,507) 


* 


(a) Represents dividends paid to former subsidiary stockh 


Certain amounts have been reclassified. See Note 2. 


(b) Includes $4.5 million realized on sale of stock by a subsidiary. 


See accompanying notes to the consolidated financial statements. 
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olders who, subsequent to the reorganization, became stockholders of the Corporation. 


CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY Inspiration Resources 
Corporation 
Capital Paid-In Valuation Currency Retained 
(in thousands) Stock Surplus Allowance Translation Earnings Total 
Balance December 31, 1981 $ 35,813 $190,622 $ ra $(11,563) $222,581 $437,453 
Net loss (27,363) (27,363) 
Dividends * (12,187) (12,187) 
Stockholder contribution 28,182 28,182 
Currency translation 
adjustment (3,608) (3,608) 
Valuation allowance 
adjustment (19,715) (19,715) 
Balance December 31, 1982 35,813 218,804 (19,715) (15,171) 183,031 402,762 
Net loss (82,657) (82,657) 
HBMS Special Share offering 30,594 38,729 69,323 
Common Shares issued 
in private placement 8,204 103,290 111,494 
Exchanges of HBMS Special Shares (1,568) 1,568 — 
Stock dividend 1,452 5,263 (6,747) (32) 
Currency translation 
adjustment (2,594) (2,594) 
Valuation allowance 
adjustment 19,715 19,715 
Balance December 31, 1983 74,495 367,654 — (177765) 93,627 518,011 
Net loss (101,291) (101,291) 
Common Shares issued in 
Exchange Offer 12,000 61,092 73,092 
Common and Class A 
Shares issued in 
Subscription Offer 19,991 83,298 103,289 
Common Shares issued 
in. Canadian private 
placements 348 2,646 2,994 
Exchanges of HBMS 
Special Shares (6,111) 6,111 — 
Currency translation 
adjustment (12,181) (12,181) 
Balance at December 31, 1984 $100,723 $520,801 $ as $(29,946) $ (7,664) $583,914 


(a) Cash dividends paid to former subsidiary stockholders who, subsequent to the reorganization, became stockholders of the Corporation. 


See accompanying notes to the consolidated financial statements. 


33 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


1, Summary of Significant Accounting Policies 


Basis of presentation: 

The consolidated financial statements of Inspiration 
Resources Corporation (the Corporation) are prepared 
in conformity with generally accepted accounting prin- 
ciples in the United States and are presented in U.S. 
dollars unless indicated otherwise. These consolidated 
financial statements include the accounts of the Corpo- 
ration and all majority-owned subsidiaries. Investments 
in affiliated companies in which the Corporation owns 
20% to 50% of the voting stock and has the ability to ex- 
ercise significant influence are accounted for under the 
equity method. Differences between the carrying 
amounts of the Corporation’s investments in uncon- 
solidated equity affiliates and the underlying equity in 
their net assets are attributed to the appropriate assets 
and liabilities of the affiliates at the time of acquisition 
and amortized over the corresponding lives. Less than 
20% owned investments in venture capital companies 
are carried at the lower of cost or market, as appro- 
priate. All other investments are carried at cost. All 
material intercompany transactions are eliminated. 


Effective July 6, 1983, the Corporation, Hudson Bay 
Mining and Smelting Co., Limited (HBMS) and 
Minerals and Resources Corporation Limited (Minorco) 
completed a reorganization in which the joint interests 
of HBMS and Minorco in Trend International Limited 
(TIL), Trend Exploration Limited (TEL) and in the 
Inspiration Resources group of companies, consisting 
of Inspiration Consolidated Copper Company, Terra 
Chemicals International, Inc. and Inspiration Coal Inc., 
were consolidated into Inspiration Resources Corpora- 
tion, a U.S. public company. HBMS became a wholly- 
owned subsidiary of the Corporation and Minorco 
received an equity interest in the Corporation of ap- 
proximately 60% (approximately a 46% voting interest). 
The consolidated financial statements and notes give ef- 
fect to this reorganization of companies under common 
control and all adjustments necessary to account for the 
reorganization have been reflected herein. 


On April 3, 1984, the Corporation and Danville 
Resources, Inc. each transferred to Madison Resources, 
Inc. certain oil and gas interests in exchange for which 
93% of the common stock of Madison was issued to 
Danville and 73% of the common stock of Danville was 
issued to the Corporation (subject, in each case, to cer- 
tain post-closing adjustments). Asa result of this 
transaction, Danville and its new subsidiary, Madison, 
became consolidated subsidiaries of the Corporation 
and their results of operations have been included 
with those of the Corporation since that date. In late 
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1984, the Corporation increased its ownership in 
Danville to 80% and Danville increased its ownership 
in Madison to 68%. See Note 3. 


U.S. Treasury Securities: 
U.S. Treasury Bills are carried at amortized cost which 
approximates market. 


Inventories: 

Metals, agricultural chemicals, coal and all other sale- 
able products are valued at the lower of cost or esti- 
mated net realizable value. Metal by-products are 
recorded at estimated net realizable value. The cost of 
all agricultural chemicals and of certain domestic metals 
inventories, including all finished goods and metals in 
process at refineries, is determined using the last-in, 
first-out (LIFO) method. All other inventories are 
reported on the first-in, first-out (FIFO) basis. 


Property, plant and equipment: 

Mineral properties—Exploration costs with respect to 
operating mines or mines in the development stage and 
major mine development expenditures are capitalized 
and amortized by the unit-of-production method based 
on estimated proven reserves. All other mineral explor- 
ation and development costs are expensed as incurred. 
During non-operating periods, the capitalized costs of 
mineral properties are not amortized. 


Petroleum and natural gas properties—The full cost 
method of accounting is followed whereby all costs 
relating to the exploration for, and development of, 
petroleum and natural gas properties are capitalized, 
whether productive or non-productive. Cost centers 
are established on a country-by-country basis. Capital- 
ized costs are amortized by the unit-of-production 
method based on estimated proved reserves within 
each cost center. Unproved properties within each cost 
center are reviewed annually to determine whether an 
impairment has occurred. Any impairment is charged 
to income in the period such determination is made. 
Proceeds from the disposal of properties are recorded as 
asset reductions without recognition of gain or loss. 


Plant and equipment—Expenditures for plant and 
equipment additions, replacements and improvements 
are capitalized. Related depreciation is charged to ex- 
pense on a straight-line basis over estimated useful lives 
or by the unit-of-production method based on 
estimated proven reserves. Maintenance and repairs 
are charged to operations as incurred. 


Foreign currency translation: 

Currency translation adjustments arise from the trans- 
lation of accounts of HBMS from Canadian dollars to 
U.S. dollars. Assets and liabilities have been translated 
at year-end exchange rates and income and expense 
items at average rates of exchange prevailing during the 
year. Translation adjustments have been accumulated in 
a separate component of Stockholders’ Equity. Transac- 
tion gains and losses have been included in results of 
operations in the year incurred and are not material. 


Business segments: 

Business segments information for the years ended 
December 31, 1984, 1983 and 1982 appearing on pages 
26-28 in this Annual Report are an integral part of these 
financial statements. 


2. Reclassification of Prior Period Amounts 


Certain amounts for periods prior to 1984 have been 
reclassified to conform with the 1984 presentation. The 
most significant of these items is the reclassification of 
selling expenses in the agricultural chemicals segment 
from net sales to selling, general and administrative 
expense in the amount of $36,479,000 and $35,383,000 
for the years ended December 31, 1983 and 1982, respec- 
tively. All other reclassifications were not significant. 


3. Acquisition of Subsidiaries 


On April 3, 1984, the Corporation transferred all of the 
shares of its wholly-owned subsidiaries, TIL and TEL, 
with a combined carrying value of $203,497,000, to 
Danville in exchange for 397,185 newly- issued common 
shares of Danville. Simultaneously, Danville exchanged 
the shares of TIL and TEL, along with its 36% interest in 
Marline Oil Corporation and its 6% interest in Aberford 
Resources Ltd. for 11,482,487 common shares of 
Madison issued from treasury. Immediately after these 
transactions (collectively, the Madison Acquisition), 
which were each subject to certain post-closing 
adjustments, the Corporation held a 73% interest in 
Danville which, in turn, held a 53% interest in Madison, 
including Madison’s now wholly-owned subsidiaries, 
TIL and TEL. Results of operations of Danville and 
Madison have been consolidated with those of the Cor- 
poration since April 3, 1984. 


The Corporation accounted for these transactions as an 
exchange of nonmonetary assets and did not recognize 
any gain or loss since the fair market value of the assets 
received was independently determined to be at least 
equal to the carrying value of the assets exchanged. In 
addition to the $95,135,000 of cash of Danville and 


Madison as of April 3, 1984, assets acquired and 
liabilities assumed, excluding those of TIL and TEL, 
were as follows: 


(in thousands) 
Current assets $ 4,308 
Investments 190,256 
Property, plant and equipment 41,579 
Other assets 4,883 
Current liabilities (16,339) 
Long-term debt (19,162) 
Other liabilities (2,028) 
Total $203,497 


In November 1984, the Corporation acquired 4,000,000 
outstanding common shares of Madison for a total con- 
sideration of $96,500,000, consisting of 12,000,000 
Common Shares and $20,000,000 of cash. The 4,000,000 
Madison shares were then transferred to Danville in ex- 
change for 170,796 newly-issued common shares of 
Danville. 


As part of a $40,000,000 equity offering by Danville in 
December 1984, the Corporation also acquired 54,224 
common shares of Danville for $30,637,000. The pro- 
ceeds of the offering were used by Danville primarily to 
invest an additional $25,000,000 in The Prospect Group, 
Inc. and to reduce debt. The total cash consideration 
paid by the Corporation as part of these transactions 
was derived from the proceeds of the December 1984 
Subscription Offer. See Note 10. 


Effective December 31, 1984, Danville and Madison ac- 
celerated a provision of the April agreement which 
allowed Madison to put back to Danville the invest- 
ments in Marline and Aberford which Madison had ac- 
quired as part of the Madison Acquisition. In return, 
Madison received from Danville all of the 2,136,592 
common shares originally exchanged for these 
investments. 


The Corporation recorded the November and December 
transactions using the purchase method of accounting. 
All of the purchase price was assigned to assets ac- 
quired and liabilities assumed based on their estimated 
fair market values at the date of acquisition, subject to 
refinements of the application of the purchase method 
of accounting. In the opinion of management, such ad- 
justments, if any, are not expected to be material. As a 
result of these transactions, the Corporation’s owner- 
ship interest in Danville was approximately 80% and 
Danville’s ownership interest in Madison was approxi- 
mately 68% at December 31, 1984. 
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Had all the above transactions been effective as of 
January 1, 1983, the pro forma unaudited results of 
operations, giving effect to adjustments resulting from 
application of the purchase method of accounting, 
elimination of Madison’s income from discontinued 
operations in 1983 which is not significant and the Cor- 
poration’s December 1984 Subscription Offer (See Note 
10), would have been as follows: 


(in thousands, except per share amounts) 1984 1983 
Revenues $ 921,424 $836,501 
Net loss $(104,996) $ (94,098) 
Loss per share $ (1.68) $ (1.74) 


In May 1982, the Corporation acquired the outstanding 
minority interest in TIL for $12,577,000. Had this trans- 
action, which was recorded using the purchase method 
of accounting, been effective as of January 1, 1982, the 
Corporation’s loss before extraordinary item for the 
year ended December 31, 1982 would have been re- 
duced to $71,678,000 or $4.40 per share. 


4. Inventories 


Inventories consisted of the following at December 31: 


(in thousands) 1984 1983 
Metals—work in process $ 58,499 $ 58,541 
—finished goods 8,159 4,223 
Agricultural chemicals 
—work in process 4,071 3,708 
—finished goods 89,079 48,530 
Coal —finished goods 3,096 1,366 
Materials and supplies 12,943 13,984 
Total $175,847 $130,352 


During 1984, 1983 and 1982, liquidation of LIFO inven- 
tory quantities carried at lower costs prevailing in prior 
years had the effect of reducing the Corporation’s net 
loss by approximately $278,000, $1,562,000 and 
$2,646,000, respectively. Had the FIFO method of in- 
ventory valuation been used, total inventories would 
have been $14,283,000 and $19,006,000 higher than 
reported amounts at December 31, 1984 and 1983, 
respectively. 
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5. Investments 


At December 31, 1984, the Corporation’s investments in 
unconsolidated affiliates consisted of the following: 


(in thousands) 


Voting Carrying 
Affiliate Interest Value 
Accounted for on Equity: 

Adobe Oil & Gas Corporation 27% $ 88,935 
Conquest Exploration Company 25% 43,893 
Universal Resources Corporation 34% 39,319 
The Prospect Group, Inc. 43% 34,876 
Marline Oil Corporation 36% 11,390 
Various other 21,241 
239,654 

Acounted for on Other than Equity: 
Arcata Corporation 63,535 
Various other 39,709 
103,244 
Total Investments $342,898 


Following the Madison Acquisition, representation was 
obtained on Adobe’s Board of Directors, allowing the 
Adobe investment to be accounted for under the equity 
method. Had the equity method been used to account 
for this investment since August 1981, the original date of 
acquisition, the impact on the Corporation’s results of 
operations would not have been significant and, accord- 
ingly, prior period results have not been restated. 
Dividends received from Adobe subsequent to April 3, 
1984, the date at which the equity method was first uti- 
lized, totaled $789,000. 


During the second half of 1984, Madison acquired its in- 
terest in Universal Resources. Madison has agreed to, 
among other things, resale restrictions and limitations on 
the acquisition of additional shares of Universal. It has 
also agreed to similar restrictions with respect to its in- 
vestment in Conquest. In December 1984, Danville sub- 
scribed for $25 million of non-voting stock of Prospect of 
which $23,611,000 was payable at December 31, 1984. 


In February 1985, Marline announced its intention to 
substantially restructure its operations in response to a 
significant loss incurred in 1984 by its oil and gas opera- 
tions, principally attributable to substantial downward 
revisions of proved oil and gas reserves, and unfavorable 
developments with respect to its uranium assets. See 
Note 15 for more information with respect to Marline’s 
reorganization. As a result of this restructuring and the 
underlying economic reasons for it, the Marline invest- 
ment was written down to $2 per share effective 
December 31, 1984, resulting in a charge of $18,472,000. 


Prior to the Madison Acquisition, the Corporation’s 
investment in unconsolidated equity affiliates was not 
significant. Summarized combined information with 


respect to the significant unconsolidated equity affiliates 
discussed above is as follows: 


December 31, 
(in thousands) 1984 
Current assets $140,122 
Other assets, primarily oil and 
gas properties 768,681 
Total $908,803 
Current liabilities $104,118 
Long-term debt 210,902 
Other liabilities 95,384 
Stockholders’ equity 498,399 
Total $908,803 
Year Ended 
December 31, 
(in thousands) 1984 
Revenues $268,256 
Costs and expenses (253,597) 
Income tax expense (17,740) 
Net loss $ (3,081) 


The investment in Arcata consists of non-voting pre- 
ferred stock, a portion of which is convertible into 
approximately 28% of Arcata’s common stock on a fully- 
diluted basis. The investment is carried at cost, including 
$43,535,000 attributed to it by the Corporation primarily 
as part of the Madison Acquisition. 


Other investments not accounted for using the equity 
method consist primarily of non-public companies in the 
venture capital, petroleum and agricultural chemicals 
segments. None of these investments is individually 
significant. 


6. Property, Plant and Equipment 


Property, plant and equipment consisted of the follow- 
ing at December 31: 


(in thousands) 1984 1983 
Petroleum $ 305,280 Sm223)225 
Metals—property, plant and 
equipment 578,789 585,668 
—unamortized mine 
development expenditures 52,373 99,932 
Agricultural chemicals 97,982 85,523 
Coal—property, plant and equipment 123,706 7,922 
—unamortized mine develop- 
ment expenditures 1,354 1,249 
1,159,484 1,079,522 
Less accumulated depreciation, 
depletion and amortization (482,718) (428,930) 
Total $ 676,766 $ 650,592 


As a result of anumber of factors, including the current 
coal market and pending expiration of a mineral lease in 
1986, the Corporation in 1984 decided to abandon its 
Bailey mine. In recognition of this situation, the Cor- 


poration recorded a $10,189,000 provision for the loss 
on the abandonment, including $7,645,000 applicable 
to property, plant and equipment. In addition, the 
capitalized costs of certain domestic metals properties 
were written off in 1984 and 1983 in the amount of 
$5,273,000 and $5,457,000, respectively, when such 
properties were abandoned. 


7. Debt Due Within One Year 


Debt due within one year consisted of the following at 
December 31: 


(in thousands) 1984 1983 
Short-term borrowings $ 98,195 $50,000 
Current maturities of long-term 
debt 4,655 5,041 
Total $102,850 $55,041 


The Corporation and its subsidiaries have unsecured 
short-term lines of credit with banks aggregating ap- 
proximately $96,352,000 of which $46,352,000 was 
available at December 31, 1984. Danville has a 
$20,000,000 secured line of credit of which $6,600,000 
was available at December 31, 1984. Interest is charged 
on borrowings under the unsecured lines at current 
money-market rates normally not in excess of the Prime 
rate. Borrowings under the secured line bear interest at 
rates approximately equivalent to Prime and are secured 
by a portion of certain of Danville’s investments. 


A $30,000,000 credit arrangement, which had expired 
on December 31, 1984, plus an additional $30,000,000 of 
the unsecured lines included in the preceding totals 
were replaced in February 1985 by a $60,000,000 three- 
year, revolving credit agreement and a $5,000,000 
annual line. With respect to the revolving credit ar- 
rangement, working capital and borrowing restrictions 
apply and commitment fees of % of 1% are charged on 
the unused portion. Interest on the new lines is charged 
at rates comparable to those of the previous lines. 


Of these lines of credit, facilities totaling $91,352,000 are 
subject to periodic review by the banks and generally 
may be withdrawn at any time. Compensating 
balances, which are not legally restricted, are required 
under $5,000,000 of the lines. 


Short-term borrowings at December 31, 1984 include 
$47,995,000 of Madison’s secured borrowings under a 
separate borrowing arrangement not included in the 
preceding discussion of bank credit lines. This arrange- 
ment was terminated in January 1985 when the debt 
was repaid in full with proceeds from Madison’s matur- 
ing U.S. Treasury securities. 
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8. Long-term Debt 


Long-term debt consisted of the following at 
December 31: 


(in thousands) 1984 1983 
Revolving Credit Facilities $191,513 $252,400 
Unsecured Debentures, 9% and 

10*2%, due 1991 and 1995 45,351 52,196 
Unsecured Notes, 8-3/4% to 10%, 

due 1984 to 1998 30,100 32,100 
Unsecured Note, 12.85%, 

due 1989 25,000 — 
Convertible Notes, 8.5% and 12%, 

due 1986 19,261 _ 
Industrial Development Bonds, at 

various rates from 75% of prime to 

1312%, due 1984 to 2011 15,000 15,800 
Other 4,529 3,446 

330,754 355,942 

Current portion (4,655) (5,041) 

Total $326,099 $350,901 


Sinking fund and principal payments for each of 

the five years 1985 through 1989 are $4,655,000, 
$24,383,000, $8,461,000, $34,305,000 and $78,094,000, 
respectively. 


In early 1984, the Corporation replaced a subsidiary’s 
long-term credit facility with a new long-term facility at 
the parent company level. Shortly thereafter, the Cor- 
poration executed an eight-year, unsecured, revolving 
credit and term loan agreement with a group of banks 
that provides for borrowings of up to a maximum of 
$425,000,000. Under this facility, the balance outstand- 
ing at June 30, 1988 will convert to a term loan payable 
in eight equal, semi-annual installments. Proceeds of 
the initial borrowings under this facility were used to 
repay borrowings under the previously existing floating 
rate, long-term facilities, all of which were then 
canceled. 


The new loan arrangement provides for floating-rate 
interest on outstanding borrowings under alternative 
rate-setting options based on the Prime rate, London in- 
terbank offered (LIBOR) and/or certificate of deposit 
rates. During the year, the minimum and maximum in- 
terest rates on borrowings under this facility were 
8.99% and 13.11%, respectively. The $425,000,000 loan 
agreement imposes a commitment fee of % of 1% on 
unused portions and restrictions on the Corporation 
with respect to investments, liens and sales of assets 
and requires the maintenance of certain financial tests 
on a consolidated basis. At December 31, 1984, the Cor- 
poration was in compliance with all covenants under its 
debt financing agreements. 
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In February 1984, the interest rate on $25,000,000 of 
floating-rate debt was fixed at 12.85% for five years. 
With the revision of the Corporation’s credit facilities in 
mid-1984, this fixed rate borrowing was documented in 
a separate agreement having substantially the same 
covenants as the $425,000,000 facility. As of December 
31, 1984, $25,000,000 of floating-rate debt under the 
$425,000,000 revolving credit agreement was fixed at 
12.42% through an interest rate swap agreement in ef- 
fect through March 1988. In early 1985, the Corporation 
concluded a second interest rate swap transaction 
which set the rate on $30,000,000 of the borrowings 
under the $425,000,000 agreement at 11.9% for five 
years. 


A subsidiary’s $Cdn 50,000,000 long-term credit facility, 
which was scheduled to convert to a term loan arrange- 
ment, also was replaced with two three-year, revolving 
credit facilities totaling $Cdn 40,000,000. Interest is 
charged under the new lines based on Prime, LIBOR 
and Bankers Acceptance rates with the maximum rate 
not exceeding Prime at the time of borrowing. The 
Canadian dollar facilities both contain covenants requir- 
ing maintenance of certain working capital, debt and 
net worth levels. 


The 8.5% notes are immediately convertible into 14,561 
common shares of Danville and the 12% notes convert 
into 12,121 common shares of Danville 18 months after 
the sooner to occur of the following events with respect 
to Marline: (i) its dissolution and liquidation, (ii) the sale 
of more than 90% of its assets, (iii) the consummation of 
a tender offer made to its shareholders generally, or (iv) 
its merger with a publicly-traded corporation. Issuance 
of such shares would not cause a significant reduction 
in the Corporation’s equity interest in Danville nor 
would such issuance have a significant impact on the 
consolidated financial statements. 


At December 31, 1984, $263,758,000 out of a total of 
$455,272,000 of long-term credit facilities in place were 
available for future use, although the amount avail- 

able for borrowings at that date was limited to approx- 
imately $189 million due to the operation of certain 
financial covenants. Interest expense, as reported, is net 
of amounts capitalized on major construction projects 
of $1,606,000, $2,636,000 and $8,283,000 for the years 
ended December 31, 1984, 1983 and 1982, respectively. 


9. Commitments and Contingencies 


The Corporation and its subsidiaries are committed to 
various noncancelable, operating leases for offices, 


mining and related equipment, and storage facilities, 
expiring at various dates through 1998. Aggregate min- 
imum rental payments are as follows: 


(in thousands) 

1985 $ 9,298 
1986 6,955 
1987 5,467 
1988 3,944 
1989 2,328 
1990 and thereafter 18,639 


Total rental expense under all leases, including short- 
term, cancelable, operating leases, was approximately 
$12,057,000, $11,621,000 and $10,888,000 for the years 
ended December 31, 1984, 1983 and 1982, respectively. 


The Corporation is self-insured for a significant portion 
of asubsidiary’s workers’ compensation claims with 
respect to traumatic and Black Lung benefits. Traumatic 
injury claims are charged to operations in the year of 
occurrence. Anticipated Black Lung benefits, based on 
an actuarial study, are provided for by annual charges 
to operations. 


The Corporation is required to redeem $510,000 of a 
subsidiary’s preferred stock held by minority stock- 
holders each year until all of the preferred stock is 
redeemed. At December 31, 1984, $3,741,000 was held 
by minority stockholders. The Corporation is also con- 
tingently liable at December 31, 1984 for discounted 
notes subject to recourse aggregating $2,085,000 and is a 
guarantor of $23,915,000 of debt of unconsolidated af- 
filiates, including $11,000,000 applicable to Marline. In 
March 1985, the Corporation guaranteed an additional 
$13,000,000 of Marline debt through May 31, 1985 as 
part of the Marline reorganization. See Note 15. 


A subsidiary of the Corporation sold its potash division 
assets in 1977 but deferred payment of related Canadian 
income taxes on the gain by electing to allocate Cana- 
dian exploration and certain development expenses in- 
curred for a ten-year period ending in 1987 against the 
liability. As of December 31, 1984, eligible expenditures 
of approximately $Cdn 20,500,000 are required by 
December 31, 1987 in order to eliminate payment of the 
related tax obligation of approximately $Cdn 10,250,000 
plus interest. 


10. Capital Stock 


The Common Shares and Class A Shares, which have 
no par value, have a stated value of $1.00 per share and 
the Trust Shares have the stated value of HBMS Special 
Exchangeable Non-Voting Shares (HBMS Special 
Shares) issued during the Corporation’s July 1983 
reorganization, approximately $5.56 per share in- 


cluding the par value of $0.0001 per share. Holders of 
Common Shares and Trust Shares are entitled to one 
vote and holders of Class A Shares to one-tenth of one 
vote per share voting together as a class. Holders of 
Common Shares and Class A Shares are entitled to 
share equally, ona per share basis, in dividends and 
other distributions by the Corporation. Each Class A 
Share is convertible at any time, at the option of the 
holder, into one Common Share. 


The Trust Shares underlie the HBMS Special Shares on 
a share-for-share basis. Generally each HBMS Special 
Share is exchangeable, at the option of the holder, for 
one Common Share of the Corporation prior to the 
automatic exchange date (July 6, 1993, unless extended 
by HBMS). Holders of HBMS Special Shares generally 
have no voting rights in HBMS, but through the Trust 
Shares each HBMS Special Share has a vote equivalent 
to one Common Share of the Corporation. Holders of 
the HBMS Special Shares are entitled to receive from 
HBMS the equivalent of any dividend declared and 
paid on the Corporation’s Common Shares. 


Loss per share data is based on the weighted average 
number of Common Shares that would become 
outstanding after allowing for the full exchange of 
outstanding HBMS Special Shares and conversion of 
outstanding Class A Shares. 


On August 9, 1983, HBMS sold in Canada 5,500,000 
units, each consisting of one HBMS Special Share and 
one-half HBMS Special Share Purchase Warrant (HBMS 
warrant), for net proceeds of $69,323,000. Also on 
August 9, 1983, Minorco acquired 4,297,648 Common 
Shares, 3,906,480 Class A Shares and 4,102,064 war- 
rants for an aggregate consideration of $111,494,000. 
Each HBMS warrant entitles the holder to purchase 
1.074 HBMS Special Shares and each Corporation war- 
rant permits the holder to acquire either one Common 
Share or Class A Share on or before August 9, 1986. 
The HBMS warrants are exercisable at $Cdn 19.09 per 
share and the Corporation warrants at $15.25 per share. 


On December 21, 1983, the Corporation paid a 2% stock 
dividend to holders of record on December 1, 1983 of 
Common Shares and Class A Shares. Also on 
December 21, 1983, HBMS paid an equivalent stock 
dividend to all holders of record on December 1, 1983 of 
HBMS Special Shares. 


In November 1984, the Corporation exchanged three 
Common Shares and $5.00 for each of 4,000,000 of the 
outstanding shares of Madison common stock (the 
Exchange Offer). In December 1984, the Corporation 
sold 10,814,871 Common Shares and 9,176,352 Class A 
Shares pursuant to separate offers to all holders of its 
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Common Shares and HBMS Special Shares, and of its 
Class A Shares (the Subscription Offer). In the Sub- 
scription Offer, holders of outstanding Common Shares 
and HBMS Special Shares were given the right to pur- 
chase, for $5.19 per share, two Common Shares for 
every three Common and HBMS Special Shares held. 
Minorco was given the right to subscribe for additional 


A summary of changes in the Corporation’s capital 
stock issued and outstanding follows: 


Class A Shares based on its Class A Share holdings on 
the same terms and was also given the option to acquire 
Class A Shares instead of Common Shares in the Sub- 
scription Offer. Minorco elected to purchase 9,873,176 
Common Shares and 9,176,352 Class A Shares which 
were sufficient to maintain its 45% voting and 59% equi- 
ty interests after the Exchange and Subscription Offers. 


Common Shares Class A Shares Trust Shares Total 
Stated Stated Stated Stated 
(in thousands) Shares Value Shares Value Shares Value Shares Value 
From inception through December 
31, 1982 6,956 $ 6,956 4,644 $ 4,644 4,354 $24,213 15,954 $ 35,813 
HBMS Special Share unit offering = == — — 5,500 30,594 5,500 30,594 
Minorco share purchase 4,297 4,297 3,907 3,907 =— _ 8,204 8,204 
Exchanges of HBMS Special Shares 344 344 — (344) C912) _ (1,568) 
2% stock dividend 231 231 171 TYAN 189 1,050 591 1,452 
December 31, 1983 11,828 11,828 8,722 8,722 9,699 53,945 30,249 74,495 
Exchange Offer 12,000 12,000 — — = — 12,000 12,000 
Subscription Offer 10,815 10,815 9,176 9,176 —_ — 19,991 19,991 
Canadian private placement 348 348 ~ _— _ — 348 348 
Exchanges of HBMS Special Shares 1,339 17339 -- (1,339) (7,450) — (6,111) 
December 31, 1984 36,330 $36,330 17,898 $17,898 8,360 $46,495 62,588 $100,723 


The Corporation’s 1983 Stock Option Plan authorizes 
the granting, to key employees, of options to purchase a 
maximum of 1,530,000 Common Shares at fair market 
value on the date of grant. Options generally may not 
be exercised prior to one year or more than ten years 
from the date of grant. At December 31, 1984 and 1983, 
967,140 and 1,263,270 Common Shares, respectively, 
were available for grant. 


A summary of changes in stock options outstanding 
under the Corporation’s 1983 Stock Option Plan 
follows: 
Shares Price Range 
Under Option Per Share 
Balance December 31, 1982 _— _ 


Granted 275,910 $11.15 to $13.11 
Expired 9,180 1AM tor 13 
Balance December 31, 1983 266,730 TELS toms 
Granted 322,800 Do tOalueos 
Expired 26,670 peronon ake ra lal 
Balance December 31, 1984 562,860 $ 5.25 to $13.11 
Exercisable at December 31: 

1983 = = 

1984 247,860 $11.15 to $13.11 


In addition, options to purchase 24,632 Common 
Shares at $Cdn 15.77 per share, expiring in 1987, and 
5,865 Common Shares at $Cdn 17.72 per share, expiring 
in 1988, were outstanding and exercisable at December 
31, 1984 under the HBMS 1981 Share Option Plan. 
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These options were converted in the reorganization into 
options to purchase Common Shares of the Corpora- 
tion. No additional options may be granted under the 
1981 HBMS Share Option Plan. 


Danville and Madison also have stock option plans for 
their employees. Exercise of options awarded pursuant 
to these plans would not significantly dilute the Cor- 
poration’s equity in these subsidiaries. 


At December 31, 1984, 34,889,249 Common Shares were 
reserved for issuance upon conversion of Class A 
Shares, exchange of HBMS Special Shares, exercise of 
warrants and options of the Corporation, and for 
delivery in January 1985 pursuant to a private place- 
ment agreement. 


11. Interest and Other Income 


Interest and other income consisted of the following for 
the years ended December 31: 


(in thousands) 1984 1983 1982 
Interest income $17,690 $ 7,303 $11,609 
Leasing income 3,952 3,586 3,174 
Fertilizer service revenue 3,221 4,127 Snl23 
Gain (loss) on investments, net (4,196) — 3,260 
Other, net 4,293 2,058 4,549 

Total $24,960 $17,074 S253 745 


12. Retirement Plans 


The Corporation and its subsidiaries maintain noncon- 
tributory pension plans that cover substantially all 
salaried and hourly employees. The Corporation 
charges pension costs as accrued based upon periodic 
independent actuarial valuations for each plan and 
funds the plans with independent trustees. Generally, 
the Corporation funds pension costs as they accrue. 


The total cost of plans, including amortization of past 
service costs over periods not exceeding 40 years, was 
approximately $2,876,000 in 1984, $4,564,000 in 1983 
and $6,301,000 in 1982. As a result of changes in ac- 
tuarial assumptions with respect to the assumed rate of 
investment return and wage progression in certain 
domestic plans, pension expense for 1984 was reduced 
by approximately $1,385,000. A portion of the excess of 
plan assets and unfunded accruals over the present 
value of accumulated plan benefits with respect to cer- 
tain Canadian plans is being amortized over a ten-year 
period beginning in 1983 and had the impact of reduc- 
ing pension expense in both 1984 and 1983 by approxi- 
mately $1,700,000, respectively. 


At December 31, 1983 and 1982, the dates of the latest 
actuarial reviews, the actuarial present value of ac- 
cumulated plan benefits, substantially all of which are 
vested, totaled $126,054,000 and $115,989,000, respec- 
tively, while plan assets available for benefits were 
approximately $135,633,000 and $131,558,000, respec- 
tively. The assumed rates of return used in determining 
the actuarial present value of plan benefits ranged from 
6% to 8%. 


Pension expense for union employees covered by retire- 
ment plans administered by the Trustees of the United 
Mine Workers of America Health and Retirement Fund 
was $504,000 in 1984, $232,000 in 1983 and $476,000 in 
1982. The relative position with respect to plan assets 
and accumulated plan benefits in this multi-employer 
plan has not been determined. 


The Corporation also provides health care and life in- 
surance benefits for retired employees of certain 
domestic subsidiaries. Substantially all employees of 
these subsidiaries reaching normal retirement age while 
working for the Corporation become eligible for such 
benefits. The costs of such benefits for 974 retirees, 
along with the costs of similar benefits for 2,728 active 
employees, are charged to expense as paid based on ac- 
tual claims or for related insurance coverage. The cost of 
providing these benefits for 1984 totaled $9,652,000. 


13. Income Taxes 


The Corporation is in a loss position on a consolidated 
basis for U.S. Federal income tax purposes and does not 
record future income tax benefits. Income taxes have 
not been provided on the unremitted earnings of sub- 
sidiaries not consolidated for income tax purposes since 
such earnings either are deemed to be permanently 
reinvested or are able to be remitted on a tax-free basis. 
Income taxes included in the following analyses are at- 
tributable to domestic subsidiaries not included in the 
Corporation’s U.S. Federal income tax return and by 
foreign subsidiaries providing Canadian and Indone- 
sian income taxes. 


Components of U.S. Federal and foreign income taxes 
are as follows: 


(in thousands) 1984 1983 1982 

Benefit of (provision for) income 
taxes: 

Current—U.S. $10,161 $ 278 $ 8,475 

—Foreign (8,981) (8,722) (21,258) 

Deferred—U.S. (8,178) 2,342 5,066 

—Foreign 1,799 7,965 17,065 

Total $(5,199) $1,863 $ 9,348 


Deferred income taxes result from differences in the 
timing of deductions and recognition of income for 
financial reporting and income tax purposes. An 
analysis of deferred income taxes is as follows: 


(in thousands) 1984 1983 1982 
Depreciation and depletion $ 5,545 $ 6,391 $ 8,972 
Amortization of mine 

development (3,229) (1,968) (3,759) 
Exploration expenditures (4,567) 1,289 2,830 
Current and past losses (5,131) 3,102 16,890 
Pension surplus refund 2,184 — — 
Other (1,181) 1,493 (2,802) 

Total $(6,379) $10,307 $22,131 


Income (loss) before income taxes and extraordinary item is 
as follows: 


(in thousands) 1984 1983 1982 
United States $(107,143) $(107,388) (100,898) 
Foreign 11,051 22,868 19,208 

Total $ (96,092) $ (84,520) $ (81,690) 
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Reconciliation of the U.S. Federal statutory income tax 
rate to the effective income tax rate is as follows: 


1984 1983 1982 
Statutory income tax (recovery) 
rate (46.0)% (46.0)% (46.0)% 
Unrecognized tax effect of losses 24.2 47.9 43.8 
Taxable gain on exchange of 
investment in subsidiaries 14.4 ao — 
Non-deductible expenses 14.3 af — 
Difference between U.S. and 
foreign tax rates 1.7 (4.9) (14.7) 
Nontaxable income 1.1 (0.7) (2.2) 
Historical deferred tax credit rates _ 1.6 3 
Dividends from foreign subsidiary _ 5.4 — 
Capitalized financing costs = (2.4) — 
Tax recovery — (4.2) _ 
Resource allowance and depletion (2.4) _ — 
Other (1.9) (1.6) (0.8) 
Effective income tax 
(recovery) rate 5.4% (2.2)% (11.4)% 


At December 31, 1984, the Corporation, excluding 
subsidiaries not consolidated for U.S. Federal income 
tax purposes, had unrecorded net operating loss 
carryforwards for financial statement purposes of 
approximately $270 million and for tax purposes it had 
approximately $304 million which expire in varying 
amounts from 1992 through 1999. It also had unre- 
corded investment tax credit carryforwards of approx- 
imately $13 million which expire in varying amounts 
from 1989 through 1999. 


14. Extraordinary Item 


A power plant at Island Falls, Saskatchewan, Canada 
and certain ancillary assets were transferred, under 
provincial statutes, to Saskatchewan Power Corpora- 
tion on April 1, 1981. Payments, net of tax provisions 
and related expenses, of $17,742,000 and $28,343,000 
were received in 1982 and 1981, respectively. Due to the 
uncertainty of the amount of the consideration, recogni- 
tion of the gain was deferred until 1982 when an extraor- 
dinary capital gain of $44,979,000, after related expenses 
and tax provision of $4,047,000, was recorded. 


15. Subsequent Events 


In February 1985, Madison and Adobe jointly an- 
nounced their intention to combine the two companies 
into anew company engaged in oil and gas exploration 
and production. As part of the transaction, Adobe’s 
coal operations will be spun off into a new entity 
which will be owned primarily by Adobe’s stock- 
holders, other than Madison. Consummation of the 
transaction is subject to, among other things, execution 
of a definitive agreement, approval by the Boards of 
Directors and stockholders of Adobe and Madison and 
receipt of a favorable tax ruling. 
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In February 1985 in response to a $31.9 million loss 
from continuing operations and the failure to receive 
legislative approval permitting further development of 
its uranium assets, Marline’s Board of Directors voted 
unanimously to go forward with a plan of reorganiza- 
tion. As part of the proposal, Marline agreed to sell its 
oil and gas operations to a newly-formed subsidiary of 
Danville for approximately $28.5 million in cash and 
notes . Marline will retain a 23% interest in the new 
company. In addition, Danville will assume approx- 
imately $23 million of liabilities, including $18 million 
of bank debt. The sale of assets is subject to definitive 
agreements and approval by the shareholders of 
Marline. In addition, certain long-term debt and other 
liabilities will be repaid or restructured. 


In connection with this proposal, Marline’s preferred 
stockholders are being requested to convert their hold- 
ings to common shares at a price of $2 per common 
share. In recognition of this reorganization and the 
underlying economic reasons for it, the Corporation 
wrote down its investment in Marline, effective 
December 31, 1984, to reflect the $2 per share value, 
recording a charge of $18.5 million. 


In March 1985, a subsidiary of the Corporation pur- 
chased the agricultural products retail division of Sohio 
Chemical Company, a subsidiary of The Standard Oil 
Company of Ohio, for approximately $70 million. The 
assets acquired consisted primarily of working capital. 
This acquisition was financed by additional borrowings 
under the Corporation’s long-term credit facilities. Had 
this acquisition been effective as of January 1, 1984, on 
an unaudited pro forma basis consolidated revenues 
would have been approximately $150 million higher but 
the consolidated net loss would not have been materi- 
ally different. 


UNAUDITED SUPPLEMENTAL INFORMATION 


Impact of Inflation 


The Corporation’s financial statements are based on 
historical costs of acquired assets. In an effort to recog- 
nize the impact of inflation on these financial state- 
ments, the Financial Accounting Standards Board has 
issued disclosure requirements dealing with the effects 
of the general price level on specific price changes (cur- 
rent cost). 


In preparing the following data, the financial state- 
ments of the Corporation’s Canadian subsidiary are 


translated into United States dollars with the effects of 
inflation calculated using the U.S. consumer price in- 
dex. Current costs of inventories and expenses are 
based on current production or manufacturing costs. 
All other amounts have been adjusted using specific 
pricing indices, except oil and gas assets which have 
been adjusted using the general price index. Tax provi- 
sions and benefits have not been adjusted for the im- 
pact of inflation since current tax law does not permit 
adjustments to taxable income arising from current cost 
accounting methods. 


1983 
1984 Current 
Historical 1984 Cost In 
Dollars As Current 1984 
Reported Cost Dollars 
Revenues $ 912,924 $ 912,924 $ 849,921 
Cost of Sales 763,223 758,186 731,779 
Depreciation, Depletion and Amortization 70,763 117,213 122,962 
Other Costs and Expenses 175,030 171,930 131,423 
Loss Before Tax (96,092) (134,405) (136,243) 
Tax (Provision) Benefit (5,199) (5,199) 1,941 
Net Loss $(101,291) $(139,604) $ (134,302) 
Purchasing Power Gains on 
Net Monetary Items $ 12,747 $ 19,617 
Increase in Current Cost 
of Inventory and Property, Plant 
and Equipment $ 52,128 $ 54,195 
Increase in 1984 Current Cost Dollars 36,321 38,076 
Excess of Increase in 
Current Cost over the Effect 
of General Inflation $ 15,807 $ 16,119 
Balance Sheet Data: 
Inventories $ 175,847 $ 187,863 $ 152,799 
Property, Plant and Equipment, Net $ 676,766 $ 835,728 $ 849,797 
Net Assets $ 583,914 $ 742,439 $ 729,267 
Cumulative Translation Adjustment $ 8,784 $ 27550 
Comparative Data: 1984 1983 1982 1981 1980 
Revenues (In 1984 Dollars) $ 912,924 $849,921 $ 873,266 $1,060,463 $1,102,108 
Market Price (In 1984 Dollars) $ §©64.63 $e 72. (a) (a) (a) 
Average U.S. Consumer Price Index 311.1 298.4 289.1 272.4 246.8 


(a) The Common Shares of the Corporation began trading publicly on July 6, 1983. 


As presented in the analysis above, the impact of infla- 
tion on the Corporation is most evident through higher 
depreciation provisions, reflecting the increase in the 
current cost of property, plant and equipment over 
historical cost. This result is especially pronounced 

on capital intensive companies, such as those in the 
extractive industries. Partially offsetting this impact, 
however, are purchasing power gains reflecting the 
Corporation’s net monetary liability position. Such 


gains arise through the ability to repay liabilities with 
dollars of lower purchasing power during periods 
of inflation. 


This information is at best imprecise because of the 
methodology involved and subjectivity required in 
calculating the data. Accordingly, it should not be con- 
sidered indicative of the current or future operating 
results of the Corporation. 
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Petroleum Information 


Prior to the second quarter of 1984, the Corporation’s 
petroleum segment consisted primarily of the opera- 
tions of its wholly-owned subsidiaries, TIL and TEL. 

In connection with the Madison Acquisition, TIL and 
TEL were exchanged for an indirect interest in Madison 
which combined with TIL and TEL, constituted the Cor- 
poration’s consolidated petroleum operations. The 
following information presents 100% of the petroleum 
data of the Corporation, including its consolidated sub- 


Proved reserves of crude oil, including condensate and 
natural gas liquids, and natural gas are as follows: 


sidiaries, even though as of December 31, 1984, the 
Corporation’s interest in these activities, net of minority 
interests, was approximately 55%, having increased 
from 38% immediately after the Madison Acquisition in 
April 1984. With respect to the disclosures relative to 
unconsolidated, equity investees, the information 
presented has been computed to reflect the Corpora- 
tion’s share net of the minority interests of Danville and 
Madison. 


United States Indonesia ®) Canada 
(Oil in thousands of barrels Crude Natural Crude Crude Natural 
gas in millions of cubic feet) Oil Gas Oil Oil Gas 
Proved Developed and Undeveloped 
Reserves 
December 31, 1981 2,038 15,631 11,650 533 3,874 
Revisions of previous estimates 9 (5,242) 967 67 218 
Extensions, discoveries and additions 892 2,858 — — — 
Production (373) (1,607) (1,463) (71) (179) 
December 31, 1982 2,566. 11,640 11,154 529 3/913 
Revisions of previous estimates (139) 1,084 (519) 21 141 
Extensions, discoveries and additions 627 6,592 — — = 
Production (428) (1,742) (1,360) (68) (167) 
December 31, 1983 2,626 17,574 O75 482 3,887 
Madison acquisition 670 15,863 _ 111 Say? 
Revisions of previous estimates 413 (8,435) 300 40 (259) 
Extensions, discoveries and additions 1252 7,736 — == = 
Production (582) (2,853) (222) (123) (418) 
December 31, 1984 4,379 29,885 8,353 510 6,962 
Corporation’s share of proved developed 
and undeveloped reserves of equity 
investees at December 31, 1984 6,251 43,829 — — — 
Proved Developed Reserves 
December 31, 1982 2,130 10,173 11,154 529 3915 
December 31, 1983 2237 15,854 PAS 482 3,887 
December 31, 1984 3,819 27,034 8,353 510 6,315 
Corporation’s share of proved developed 
reserves of equity investees 
at December 31, 1984 5,125 33,859 — — — 


(a) Indonesian reserves represent an entitlement to gross reserves in accordance with the production-sharing contract. 


The estimates of oil and gas reserves for 1984 for all 
domestic and certain Canadian properties were 
prepared by Ryder-Scott. Reserve estimates for other 
Canadian properties in 1984 and all properties in 1983 
were made internally. Reserve estimates for 1982 were 


"— 
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made by H.K. van Poollen and Associates, Inc. for 
United States properties and by McDaniel & Associates 
Consultants Ltd. for Canadian properties. The entitle- 
ment to Indonesian reserves has been calculated inter- 
nally for all years shown. 


Capitalized costs at December 31 were as follows: 


Accumulated 
Depreciation Net 
Proved Unproved and Capitalized 
(in thousands) Properties Properties Depletion Costs 
1984 
United States $ 80,299 $ 95,194 $ (55,023) $120,470 
Indonesia 84,468 18,170 (60,541) 42,097 
Canada 8,419 4 (2,651) 5,772 
Other (a) a= 4,911 (1,797) 3,114 
Total $173,186 $118,279 $(120,012) $171,453 
Corporation’s 
share of net 
capitalized 
costs of equity 
investees— 
United States $115,572 
1983 
United States $ 63,076 $ 61,838 $ (42,085) $ 82,829 
Indonesia 74,422 15,584 (54,257) 35,749 
Canada 4,120 — (1,907) DE2AS) 
Other (a) ss 4,231 (1,797) 2,434 
Total $141,618 $ 81,653 $(100,046) $123,225 
(a) Primarily Egypt. 


Included in capitalized costs at December 31, 1984 are the 
following amounts by year of expenditure which are not 
currently being amortized: 


Property 
Acquisition Exploration Development 

(in thousands) Costs Costs Costs Total 
1984 
United States $2,411 $ 1,972 $ — $ 4,383 
Indonesia — 2,574 3,747 6,321 
Other areas 42 642 — 684 
1983 
United States 2,016 878 _ 2,894 
Indonesia _ 109 _ 109 
Other areas 64 48 —_ 112 
1982 
Indonesia 1,500 2,490 —_— 3,990 
Other areas _ 961 = 961 
1981 
Indonesia 2,250 117 — 2,367 
Other areas 332 1,029 —_ 1,361 

Total $8,615 $10,820 $3,747 $23,182 


These costs relate to properties on which seismic work 
and exploratory drilling are currently in process or are 
planned for the immediate future. When such work is 
sufficiently complete to permit a determination of 
reserves in place for any individual property, the re- 
lated capitalized costs of such property will either be in- 
cluded in the appropriate geographic full cost pool and 
amortized over the life of the reserves or be written off. 


Costs incurred for the years ended December 31 were as 
follows: 


Property 
Acquisition Exploration Development 

(in thousands) Costs Costs Costs Total 
1984 
United States $6,374 $19,711 $ 6,879 $32,964 
Indonesia _ 2,997 9,635 12,632 
Canada —_ 10 39 49 
Other (a) 38 642 — 680 

Total $6,412 $23,360 $16,553 $46,325 
Corporation’s 

share of costs in- 

curred by equity 

investees— 

United States $15,560 
1983 
United States $1,804 $ 7,154 $ 4,251 $13,209 
Indonesia _ 7,280 4,376 11,656 
Canada <= 17 Pape) 290 
Other (a) _ 121 — 121 

Total $1,804 $14,572 $ 8,900 $25,276 
1982 
United States $5,243 $ 6,605 $ 3,544 $15,392 
Indonesia — 5,601 5,581 11,182 
Canada _ 24 243 267 
Other (a) — 2,694 — 2,694 

Total $5,243 $14,924 $ 9,368 $29,535 
(a) Primarily Egypt. 


Results of operations for producing activities for the 
years ended December 31 were as follows: 
United 


(in thousands) States Indonesia Canada Total 
1984 
Revenues $ 23,358  $ 35,557 $2,485 $61,400 
Production costs (6,117) (13,447) (418) (19,982) 
Depreciation, depletion 

and amortization (13,029) (5,573) (603) (19,205) 
Income taxes (1,212) (10,691) (262) (12,165) 

Net $ 3,000 $ 5,846 $1,202 $10,048 
Corporation’s share of 

loss of equity 

investees $ (5,480) —  $(1,764) § (7,244) 
1983 (a) 
Revenues $18,005 $40,116 $2,421 $60,542 
Production costs (4,531) (14,334) (479) (19,344) 
Depreciation, depletion 

and amortization (10,768) (5,411) (191) Ss G6; 370) 
Income taxes (955) (12,673) (85) (13,713) 

Net Sent, 750) i 7,698, ($1,606.) oS TE 115 
1982 
Revenues $ 15,228 $51,659: $1,970 $68,857 
Production costs (5,047) (16,788) (700) (22,535) 
Depreciation, depletion 

and amortization (10,781) (5,134) (330) (16,245) 
Income taxes 49 (16,497) (624) (17,072) 

Net Sioa). ib) 13,240" 4) $ 25. 3160 °: $15,005 


(a) Excludes a valuation provision of $1.8 million attributable to Egypt, 
a cost center for which proved reserves have yet to be established. 
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Results of operations for producing activities reflected 
above should not be equated with net income because 
the methodology utilized in computing income taxes 
differs from that utilized for the primary financial 
statements. In addition, interest, administrative and 
other expenses included in the primary financial 
statements have not been reflected herein and certain 
revenue and expense items have been classified 
differently. 


Information with respect to the standardized measure 
of discounted future net cash flows relating to proved 
oil and gas reserves at December 31 follows: 


United 

(in thousands) States Canada Indonesia() Total 
1984 
Future cash inflows 

from sale of oil and 

gas $197,547 $31,447 $242,516 $471,510 
Future production 

and development 

costs (56,032) (5,703) (179,812) (241,547) 
Future income tax 

expense (33,754) (4,751) (32,809) (71,314) 
Future net cash flows 107,761 20,993 29,895 158,649 
10% annual discount (42,967) (10,763) (8,305) (62,035) 
Discounted future net 

cash flows $ 64,794 $10,230 $ 21,590 $ 96,614 
Corporation’s share of 

discounted future 

net cash flows of 

equity investees $ 80,755 — — §$ 80,755 
1983 
Future cash inflows 

from sale of oil and 

gas $121,356 $20,939 $268,276 $410,571 
Future production and 

development costs (41,287) (4,402) (202,986) (248,675) 
Future income tax 

expense (22,210) (4,180) (34,260) (60,650) 
Future net cash flows 57,859 127357 31,030 101,246 
10% annual discount (19,569) (5,584) (9,743) (34,896) 
Discounted future net 

cash flows $ 38,290 $16) 773) 2212872 06,550 
1982 
Future cash inflows 

from sale of oil and 

gas $116,200 $22,179 $382,398 $520,777 
Future production and 

development costs (41,967) (5,459) (285,261) (332,687) 
Future income tax 

expense (19,757) (3,568) (52,634) (75,959) 
Future net cash flows 54,476 13,152 44,503 ae Git 
10% annual discount (16,889) (5,558) ee L318) ee (837705) 
Discounted future net 

cash flows $ 37,587 $ 7,594 $ 33,185 $ 78,366 


(a) Excludes discounted future net cash flows from a related leasing 
operation of $13.2 million, $14.7 million and $29.6 million at 
December 31, 1984, 1983 and 1982, respectively. 


An analysis of changes in the standardized measure of 
discounted future net cash flows during the years is as 
follows: 


(in thousands) 1984 1983 1982 
Beginning of year $66,350 $ 78,366 $ 84,968 
Madison acquisition 37,984 = a 
Additions, extensions and 

discoveries less related costs 26,306 16,858 16,428 
Sales of oil and gas, net of 

production costs (41,418) (41,198) (46,322) 
Development costs 12,034 6,545 6,918 
Changes in prices and 

production costs 12,012 (30,613) (7,188) 
Revisions of previous reserve 

estimates (8,224) (1,102) (2,695) 
Income taxes (6,658) 16,329 6,795 
Other (15,108) 7,634 4,513 
Accretion of discount 13,336 13/531 14,949 
End of year $96,614 $ 66,350 $ 78,366 


The standardized measure of discounted future net 
cash flows, as prescribed by Statement of Financial 
Accounting Standards No. 69, is computed using the 
following methodology. Future cash flows are calcu- 
lated by applying year-end selling prices to estimated 
future production of proved oil and gas reserves. 
Associated future production and development ex- 
penses, at current costs, and associated income taxes, 
computed by using statutory rates adjusted for perma- 
nent differences, are then deducted. The future net cash 
flows are then discounted at the prescribed rate of 10%. 
The standardized measure of discounted future net 
cash flows is not intended to be an estimate of fair 
market value since it does not give any consideration to 
the varying effects of inflation, risks which differ be- 
tween domestic and foreign reserves or to probable 
reserves and unproved acreage. It is provided ex- 
clusively for comparative use. However, because of the 
highly subjective nature of this data, the results may not 
be comparable to the information presented by other 
companies having oil and gas operations. 
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Productive wells and oil and gas acreage in which the Corporation held a working interest at December 31, 1984 


totaled the following: 
Oil Wells Gas Wells 
Gross Net Gross Net 
United States eulyé 87.48 187 60.47 
Canada 106 527 V7 6.47 
Indonesia 274 73.98 _ <= 
Total 697 166.73 204 66.94 
Undeveloped Acres Developed Acres 

Gross Net Gross Net 
United States 2,666,728 754,751 79,371 21,146 
Canada 40,742 13,605 15,061 6,439 
Indonesia 1,643,127 415,012 23,500 6,345 
Paraguay 19,170,718 1,533,657 _ — 
Egypt 1,146,973 232,895 = ss 
United Kingdom 25,176 906 — — 


Mining Information 


Mineral reserves are commercially recoverable quan- 
tities, estimated on the basis of geological, geophysical 
and engineering data. Proven reserves are those witha 
reasonably high degree of certainty of being mined 
from known deposits by either primary or improved 
methods. Probable reserves are less well defined than 
proven reserves. Estimates of reserves can increase or 
decrease as development and production occur, or as 
mining, economic or other conditions and technology 
change. 


Stockholders and Dividends 


The Corporation’s Common Shares are traded prin- 
cipally on the New York Stock Exchange. Its Class A 
Shares are not traded publicly and the HBMS Special 
Shares are not traded publicly in the United States. The 
Class A Shares are convertible into and HBMS Special 
Shares are exchangeable for Common Shares of the 
Corporation. 


At February 28, 1985, 36,339,576 Common Shares were 
outstanding and held by 8,566 stockholders, 17,898,292 
Class A Shares were outstanding and held by a single 
stockholder, and 8,358,942 Trust Shares were out- 
standing and held by the trustee thereof. In addition, 


Information with respect to mineral reserves, produc- 
tion and sales prices of the Corporation’s wholly- 
owned subsidiaries in the metals and coal segments are 
presented on pages 21 and 22, respectively. In addition, 
the Corporation’s share of proved coal reserves of an 
unconsolidated equity affiliate as of December 31, 1984 
totaled 5,511,000 tons. 


10,048,484 HBMS Special Shares were outstanding and 
held by 5,063 stockholders, including 1,689,542 HBMS 
Special Shares held by the Corporation. 


The Corporation paid a 2% stock dividend on December’ 
21, 1983 on its Common Shares and Class A Shares. 
HBMS paid an equivalent dividend on its Special 

Shares on the same date. No other dividends have been 
paid by the Corporation since inception. 
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FINANCIAL SUMMARY 


(in thousands, except per 


share data) 1984 1983* 1982* 1981* 1980* 
Financial Position 
Working capital $ 136,937 $ 135,319 $ 65,782 $ 169,318 $189,473 
Total assets 1,492,128 LATA ST 1,092,274 1,128,080 806,372 
Capital employed 1,183,230 926,788 858,948 950,443 644,894 
Long-term debt 326,099 350,901 387,998 378,838 169,110 
Stockholders’ equity $ 583,914 $ 518,011 $ 402,762 $ 437,453 $351,753 
Operations 
Revenues $ 912,924 $ 815,498 $ 811,511 $ 928,545 $874,318 
Costs and expenses(?) 1,009,016 900,018 893,201 914,422 768,369 
Benefit of (provision for) taxes (5,199) 1,863 9,348 Q7547>) (53,750) 
Earnings (loss) before extraordinary items (101,291) (82,657) (72,342) (13,052) 52,199 
Extraordinary items = = 44,979 — 1,450 
Net income (loss) (101,291) (82,657) (27,363) (13,052) 53,649 
Earnings (loss) per share: 
Before extraordinary items (3.11) (3.82) (4.45) (0.80) Suen 
After extraordinary item $ (3.11) $ (3:82): <3 (1:68)2$ (0.80) $e 
Capital Expenditures $ 88,681 $71,597 $ 116,509 §$ 197,814 $111,155 
* Certain amounts have been reclassified to conform with current year presentations. 
(a) Includes major unusual charges of $33.9 million and $5.5 million in 1984 and 1983, respectively. 
SELECTED QUARTERLY FINANCIAL AND STOCK MARKET DATA 
(in thousands, except per 
share data and stock prices) March 31 June 30 Sept. 30 Deci3t 
1984* 
Total revenues $195,482 $350,336 $218,602 $148,504 
Gross profit 7,889 38,796 8,851 3,166 
Net income (loss) (15,235) 473 (19,562) (66,967) 
Net income (loss) per share ()(b) $(0.50) $0.01 $(0.65) $(1.70) 
Common stock price ©: 
High $12.25 $11.63 $8.00 $6.75 
Low $10.38 $7.63 $5.75 $4.13 
1983 * 
Total revenues $151,467 $304,111 $198,389 $161,531 
Gross profit 3,636 18,607 Bie) 302 
Net loss (2) (16,248) (12,122) (23,387) (30,900) 
Net loss per share (4) (b) $(1.00) $(0.74) $(1.01) $(1.02) 
Common stock price (°): 
High — _ $14.95 $13.24 
Low — — $11.52 $10.38 


Certain amounts for the periods ending March 31, 1984 and prior have been reclassified to conform with the December 31, 1984 presentation. 


(a) Includes approximately $36,578,000 ($0.93 per share) and $7,160,000 ($0.24 per share) of nonrecurring charges in the fourth quarter of 1984 and 


1983, respectively. 


(b) Quarterly loss per share amounts do not equal the full year amount as a result of the issuance of additional shares in the fourth quarter of 1984 and the 


third quarter of 1983. 


(c) The Common Shares of Inspiration Resources Corporation began trading on the New York Stock Exchange on July 6, 1983. The prices shown for 
1983 have been adjusted to reflect the 2% stock dividend paid on December 21, 1983. 
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MANAGEMENT OF SUBSIDIARY COMPANIES 


Danville Resources, Inc. 


Stanley R. Rawn, Jr. 
Chairman and Chief Executive Officer 


Peter R. Kirwan-Jaylor 
Vice Chairman 


Gilbert H. Lamphere 
President 


Thomas A. Barron 
Executive Vice President 


Peter C. Wendell 
Executive Vice President 


Frank W. Miller 
Vice President, Finance, Secretary 
and Treasurer 


Madison Resources, Inc. 


George D. Gould 
Chairman and Chief Executive Officer 


Stanley R. Rawn, Jr. 
President and Chief Operating Officer 
William B. Breed, Jr. 


Vice Chairman and Chief Financial 
Officer 


David L: Dowler 
Vice President, Research and Planning 


Robert F. Vagt 
Vice President 


Frank E. Morgan, II 
Vice President, Secretary 
and General Counsel 


Bruce O. Chalker 
President and Chief Executive Officer, 
Trend Exploration Limited 


Frank R. Cregan 
Vice President, Finance 


O. Darrell Huff 
Vice President, Administration 


Edward F. Cooke, Jr. 
Treasurer 


M. Corbett Gregory 
Controller 


Hudson Bay Mining and Smelting 
Co., Limited 


Allen T. Lambert, O.C. 
Chairman of the Board 


C. Keith Taylor, Q.C. 
President and Chief Executive Officer 


W. Keith Callander 
Senior Vice President, Operations 


Stuart R. Horne 
Senior Vice President, Investments 


Douglas H. Houston 

Chief Financial Officer, 
Senior Vice President, 
Administration 


George D. Faught 
Vice President, 
Planning and Development 


Peter L. Martin 
Vice President, Exploration 


Lloyd R. Nilsen 
Vice President and General Manager 
Flin Flon/Snow Lake Operations 


William M.M. Thoms 
Secretary 


Fred Keul 
Treasurer 


Inspiration Consolidated Copper 
Company/Inspiration Mines Inc. 


John J. Ellis 
President and Chief Executive Officer 
(ICC and IMI) 


Jacob Timmers 
Senior Vice President, Operations 
(ICC and IMI) 


Robert A. Prescott 
Vice President and General Manager 
dC) 


Keith E. Dyas 
Vice President, Business Development 
(IMI) 


Robert F. Morison 
Vice President, Finance, Administration 
and Secretary (ICC and IMI) 


Gary K. Ryan 
Corporate Controller and Treasurer 
(ICC and IMI) 


Inspiration Resources Marketing 
Corporation 


M. Brian O’Shaughnessy 
President 


Copper and Trading Group 


W. Michael Fien 
Senior Vice President, Copper 
and Trading 


Brian E. Disbury 
Vice President, Raw Materials 


Rene R. Galipeau 
Vice President, Trading and Commercial 
Development 


Virginia M. Hauser 
Vice President, Copper 


HBMS Marketing Division 


John D. Purvis 
Vice President, Zinc 


Alan G. Bolton 
Assistant Vice President, Zinc 


Terra Chemicals International, Inc. 


William T. Dible 
President and Chief Executive Officer 


Allen L. Rouse 
Senior Vice President, 
Fertilizer Products 


Paul D. Foster 
Vice President, Crop-Protection 
Products 


Gene A. Hallauer 
Vice President, Human Resources 


Charles G. Nevaril 
Vice President and General Manager, 
Farm TABS Division 


R. Oliver Simmons 
Corporate Controller and Assistant 
Secretary 


James F. Wokosin 
Vice President, Information Systems 


Inspiration Coal Inc. 


Harold S. Schwartz 
President and Chief Executive Officer 


T. Michael Young 
Executive Vice President 


John E. Nypaver 
Vice President, Production 


Joseph A. Gaviola 
Vice President, Marketing 


Steven R. Poxon 
Vice President, Finance 


Gary W. Callahan 
Secretary and General Counsel 
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DIRECTORS 


Edward M. Carson !? 
President 
First Interstate Bancorp 


H. Purdy Crawford, Q.C. 
Partner 

Osler, Hoskin & Harcourt 
(law firm) 


Richard R. Davis 
Senior Vice President and 
General Counsel 
Inspiration Resources Corporation 


Adrian M. Doull 

Senior Vice President, 
Administration 

Inspiration Resources Corporation 


George D. Gould 

Chairman and Chief 
Executive Officer 

Madison Resources, Inc. 


Jack A. Holmes 

Technical Director 

Anglo American Corporation of 
South Africa Limited 

(mining finance company) 


J. Blair Howkins 
Senior Vice President, Operations 
Inspiration Resources Corporation 


Robert H. Jones * 

Chairman of the Board and Chief 
Executive Officer 

The Investors Group 

(financial holding company) 

Allen T. Lambert, O.C.? 

Chairman of the Board 


Hudson Bay Mining and Smelting 
Co,, Limited 


J. Roger B. Phillimore '” 
Vice President, Administration 


Minerals and Resources Corporation 


Limited 
(investment company) 


Stanley R. Rawn, Jr. 

Chairman and Chief Executive 
Officer 

Danville Resources, Inc. 


Reuben F. Richards ! 

Chairman of the Board, President 
and Chief Executive Officer 

Inspiration Resources Corporation 


Henry R. Slack '° 

Director 

Minerals and Resources Corporation 
Limited 

(investment company) 


Alan Sweatman, Q.C. 

Partner 

Thompson, Dorfman, Sweatman 
(law firm) 


1.Member, Executive Committee 
2.Member, Audit Committee 
3.Member, Personnel Committee 


OFFICERS 


Reuben F. Richards 

Chairman of the Board, President 
and Chief Executive Officer 

Richard R. Davis 

Senior Vice President and General 
Counsel 


Adrian M. Doull 
Senior Vice President, 
Administration 


J. Blair Howkins 
Senior Vice President, Operations 


M. Brian O’Shaughnessy 

Senior Vice President, Marketing 

Evert T. Bron 

Vice President, Technical 

Kenneth C. Brown 

Vice President, Planning and 
Development 


Angelo R. Peluso 
Vice President, Human Resources 


Michael B. Smith 
Vice President, Finance 


Clifford H. R. DuPree 
Corporate Secretary and Assistant 
General Counsel 


John H. Melville 
Treasurer 
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INSPIRATION Sor eee 
CORPORATION 


INSPIRATION 


April 15, 1985 


DEAR STOCKHOLDER: 


You are cordially invited to attend the Annual Meeting of Stockholders of the Corporation to 
be held at 9:30 a.m. on Thursday, May 9, 1985, in the main auditorium of Chemical Bank, 55 
Water Street, New York, New York. 


The accompanying Notice of Meeting and Proxy Statement describe the matters to be 
considered and voted upon at the Meeting. In addition to consideration of these matters, there 
will be a report to stockholders on the affairs of the Corporation, and stockholders will have an 
opportunity to discuss matters of interest concerning the Corporation. 


We hope all stockholders of the Corporation and of Hudson Bay Mining and Smelting Co., 
Limited will be able to attend the Meeting. If you plan to attend, please mark your proxy card in 
the appropriate space and we will be pleased to forward an admittance card to you. 


Whether or not you plan to attend the Meeting personally, it is important that your shares be 
represented. To ensure that your vote will be received and counted, please promptly complete, 
date and return your proxy or voting directions card in the enclosed return envelope. 


Sincerely yours, 


3am 


REUBEN F. RICHARDS 
Chairman of the Board, President and 
Chief Executive Officer 


ence New York, N.Y. 10177 
CORPORATION 


NOTICE OF 1985 ANNUAL MEETING OF STOCKHOLDERS 


TO THE STOCKHOLDERS: 


The Annual Meeting of Stockholders of Inspiration Resources Corporation (the “Corpora- 
tion”) will be held in the main auditorium of Chemical Bank, 55 Water Street, New York, New 
York, on Thursday, May 9, 1985 at 9:30 a.m., New York time, for the following purposes: 


(a) to elect Directors of the Corporation; 


(b) to consider and vote upon the following proposals described in the attached Proxy 
Statement: 


1. Proposal 1 to ratify the selection by the Board of Directors of the firm of Price 
Waterhouse as independent accountants for the Corporation for 1985; 


2. Proposal 2 to approve the Employees Savings and Investment Plan of the 
Corporation; 


(c) to transact such other business as may properly come before the Meeting. 


Only stockholders of record of the Corporation’s Common Shares, Class A Shares and Trust 
Shares (which are held on behalf of the holders of record of Hudson Bay Mining and Smelting 
Co., Limited Special Shares) at the close of business on March 22, 1985 will be entitled to notice 
of, and to vote at, the Meeting. 


C.H.R. DUPREE 
Corporate Secretary 


April 15, 1985 
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PROXY STATEMENT 


General 


The principal executive offices of Inspiration Resources Corporation (the “Corporation’’) are located at 250 Park 
Avenue, New York, N.Y. 10177. This proxy statement and the accompanying proxy are first being sent or given to 
stockholders on or about April 15, 1985. 


The accompanying proxy is solicited by the Board of Directors of the Corporation. It may be revoked by written 
notice given to the Corporate Secretary of the Corporation at any time before being voted. Proxies in this form, properly 
executed, duly returned to the Corporation and not revoked, will be voted for the election of Directors (except to the 
extent that authority therefor is withheld), and on the numbered Proposals described in this proxy statement, in 
accordance with the instructions in the proxy. The Board of Directors is not aware at the date hereof of any matter 
proposed to be presented at the Meeting other than the election of Directors and Proposals 1 and 2. If any other matter 
is properly presented, the persons named in the accompanying form of proxy will have discretionary authority to vote 
thereon according to their best judgment. Presence at the meeting does not of itself revoke the proxy. 


Securities Entitled to Vote 


The only securities entitled to be voted at the Meeting are the Corporation's Common Shares, Class A Shares and 
Trust Shares, and only holders of record at the close of business on March 22, 1985 (the “record date’) are entitled to 
vote. The Common Shares and the Trust Shares are each entitled to one vote per share and the Class A Shares are 
entitled to one-tenth of a vote per share, all voting together as a single class. Outstanding Trust Shares are held by 
Montreal Trust Company as trustee (the “Trustee” ) for the holders of the Special Exchangeable Non-Voting Shares 
(“Special Shares”) of Hudson Bay Mining and Smelting Co., Limited (““HBMS’’), a subsidiary of the Corporation, all of 
whose voting stock is held by the Corporation. 


HBMS Special Shares have no general voting rights in HBMS. Instead, each HBMS Special Share that has not been 
exchanged carries voting rights in the Corporation equivalent to one Common Share of the Corporation (i.e., the 
number of Common Shares for which such HBMS Special Share was exchangeable on the record date). Each holder of 
record of HBMS Special Shares on the record date is entitled to direct the Trustee either (i) to vote the number of Trust 
Shares equal to the number of HBMS Special Shares held of record by such HBMS Special Share holder on the record 
date or (ii) to deliver a proxy in favor of such holder enabling such holder to attend the Meeting personally and to vote 
the number of Trust Shares equal to the number of HBMS Special Shares held of record by such holder on the record 
date. The Trustee will vote Trust Shares only in accordance with proper directions received from holders of HBMS 
Special Shares and will not vote Trust Shares as to which no proper directions are received. Directions received by the 
Trustee may be revoked by written notice given to the Trustee before the subject Trust Shares are voted. 


On March 22, 1985, 36,339,758 Common Shares and 17,898,292 Class A Shares were outstanding, and 8,358,760 
Trust Shares were outstanding, underlying the same number of HBMS Special Shares. 


ELECTION OF DIRECTORS 


Nominees 


The Board of Directors consists of fourteen members who are elected to hold office until the next Annual Meeting or 
until their successors are duly elected and qualified. The affirmative vote of a plurality of the combined votes cast by the 
holders of Common Shares, Class A Shares and Trust Shares voting thereon is necessary to elect a Director If no 
contrary indication is made, proxies in the accompanying form are to be voted for the nominees named below or, in the 
event any such nominee is not a candidate or is unable to serve as a Director at the time of the election (which is not now 
expected ), for any nominee who shall be designated by the Board of Directors to fill such vacancy. All nominees named 
below are incumbent members of the Board of Directors. Set forth below opposite the name and age of each nominee 
are his present positions and offices with the Corporation, his principal occupations during the past five years, and the 
year in which he was first elected a Director of the Corporation. 
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Name and age 


Edward M. Carson(55) 


H. Purdy Crawford(53) 
Richard R. Davis(48) 


Adrian M. Doull(40) 


George D. Gould(57) 


Jack A. Holmes(54) 


J. Blair Howkins(53) 


Robert H. Jones(60) 


Allen T. Lambert (73) 


J. Roger B. Phillimore(35) 


Stanley R. Rawn, Jr.(57) 


Present positions and offices with the Corporation and — 
principal occupations and positions during the past five years 


President and Director of First Interstate Bancorp since January 
1985; President and Chief Executive Officer and Director of 
First Interstate Bank of Arizona, N.A. prior thereto. 


Partner, Osler, Hoskin & Harcourt (law firm). 


Senior Vice President and General Counsel of the Corporation 
since July 1983; Partner, Chadbourne, Parke, Whiteside & 
Wolff (law firm) prior thereto. 


Senior Vice President, Administration of the Corporation since 
July 1983; Vice President, Finance of Minerals and Resources 
Corporation Limited (investment company) from May 1981 to 
July 1983; Senior Vice President, Finance of HBMS prior 
thereto. 


Partner, Wertheim & Co. (investment banking firm) since 
January 1985; Chairman of Madison Resources, Inc. (oil and 
gas company) since November 1982 and Chief Executive 
Officer since July 1976 and President from June 1976 to 
November 1982 and Chairman of the Board thereof from April 
1979 to February 1980; Chairman of New York’s Municipal 
Assistance Corporation (municipal finance) from January 1979 
to June 1979; Chairman of the Finance Committee thereof 
prior thereto. 


Technical Director and member of the Executive Committee of 
the Board of Directors of Anglo American Corporation of South 
Africa Limited (mining finance company) since January 1978; 
Alternate Director of Minerals and Resources Corporation 
Limited since September 1983. 


Senior Vice President, Operations of the Corporation since July 
1983; Executive Vice President of HBMS from December 1982 
to June 1983; Senior Vice President, Corporate and Exploration 
of HBMS from January 1982 to December 1982; Senior Vice 
President, Exploration of HBMS prior thereto. 


Chairman of the Board and Chief Executive Officer and Director 
of The Investors Group (financial holding company) since 
April 1981; President and Chief Executive Officer and Director 
thereof prior thereto. 


Chairman of the Board of HBMS since August 1983; Director of 
companies; Director of Toronto-Dominion Bank until January 
1982 and former Chairman of the Board thereof; Chairman of 
the Board of Trilon Financial Corporation since November 
1982; Chairman of the Board of London Life Insurance Co. 
since March 1983; Chairman of the Board of Wellington 
Insurance Co. since January 1985. 


Vice President, Administration of Minerals and Resources 
Corporation Limited since September 1981 and_ Director 
thereof since November 1984; Divisional Manager of Anglo 
American Corporation of South Africa Limited from October 
1979 to April 1981. 


Chairman of the Board and Chief Executive Officer of Danville 
Resources, Inc. (energy and venture capital firm) since August 
1980; President of Madison Resources, Inc. since July 1984 and 
Director thereof since January 1983. 
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Year first 
elected 
Director 


1983 


1983 


1983 


1978 


1984 


1983 


1981 


1983 


1983 


1983 


1984 


Year first 


Present positions and offices with the Corporation and elected 
Name and age principal occupations and positions during the past five years Director 
Reuben F. Richards(55) Chairman of the Board and Chief Executive Officer of the 1982 


Corporation since December 1982 and President thereof since 
July 1988; Chairman of the Executive Committee of Danville 
Resources, Inc. since August 1984; Chairman of the Executive 
Committee of Madison Resources, Inc. since June 1984; 
Chairman of the Board of HBMS from December 1982 to 
August 1983; and President and Chief Executive Officer thereof 
from December 1982 to June 1983; Executive Vice President of 
Citibank, N.A. prior thereto. 


Henry R. Slack(35) Director of Minerals and Resources Corporation Limited since 1983 
September 1981; Director of companies; Executive Director of 
Anglo American Corporation of South Africa Limited since 
June 1988; Executive Assistant to the Chairman thereof prior to 
January 1983. 


Alan Sweatman(64) Partner, Thompson, Dorfman, Sweatman (law firm). 1983 


In addition, Mr. Carson is a director of Ramada Inns, Inc.; Mr. Jones is a director of The Great-West Life Assurance 
Company and TransCanada PipeLines Limited; Mr. Lambert is a director of Dome Mines Limited, Dome Petroleum 
Limited, Hiram Walker Resources Ltd. and Pan American Banks, Inc.; Mr. Phillimore is a director of Engelhard 
Corporation; Mr. Rawn is a director of The Forschner Group, Inc., Marline Oil Corporation and Universal Resources 
Corporation; Mr. Richards is a director of Economics Laboratory, Inc., Engelhard Corporation, Phibro-Salomon Inc, 
Potlatch Corporation and G.D. Searle & Co.; Mr. Slack is a director of Engelhard Corporation and Phibro-Salomon Inc; 
and Mr. Sweatman is a director of Inter-City Gas Corporation. Messrs. Doull, Gould, Richards, Rawn and Slack also are 
directors of Madison Resources, Inc. 


Board of Directors and Committees 


During the Corporation's last fiscal year, its Board of Directors held six meetings. During periods that each 
incumbent member of the Board of Directors of the Corporation served during the Corporation's last fiscal year, each 
member, other than Messrs. Holmes and Slack, attended at least 75% of the aggregate of all meetings of the Board of 
Directors and all meetings of committees of the Board of Directors of which he was a member. 


The Board of Directors of the Corporation has an Audit Committee, an Executive Committee and a Personnel 
Committee. The Corporation does not have a nominating committee. The Audit Committee, which met three times in 
fiscal 1984, is comprised of Messrs. Crawford, Lambert and Phillimore. Its functions include recommending annually to 
the Board of Directors a firm of independent accountants to audit and review the Corporation’s books and records and 
the scope of such firm’s audit, reviewing reports and recommendations and fees of the Corporation’s independent 
accountants, reviewing the scope of all internal audits and reports and recommendations in connection therewith and 
reviewing non-audit services provided by the Corporation’s principal independent accountants. 


The Executive Committee, which held four meetings during the last fiscal year, consists of Messrs. Carson, 
Crawford, Phillimore, Richards and Slack. The Executive Committee is authorized to exercise, to the extent permitted 
by law, all the power and authority of the Board of Directors in the management of the Corporation between meetings of 
the Board. 


The Personnel Committee, which met three times during the last fiscal year, is comprised of Messrs. Carson, Jones 
and Slack. Its functions include performance of the duties of the committees that administer certain employee benefit 
plans, recommendation to the Board of Directors as to compensation of executive officers and establishment of 
compensation administration guidelines for the Corporation and its subsidiaries. 


Generally, each Director who is not an officer or employee of the Corporation or one of its subsidiaries receives an 
annual retainer of $10,000 for services as a Director. In addition, such Directors receive a fee of $600 for each Board or 
Committee meeting attended and are reimbursed their expenses of attending such meetings. 
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Equity Security Ownership 


The following table shows, based on information received by the Corporation from or on behalf of such persons, the 
ownership, as of January 31, 1985, of the Corporation’s securities by the only persons known to the Corporation to be the 
beneficial owners of more than five percent of any class of the Corporation’s voting securities. 


Percentage of 


Name and address Amount and nature of Percentage total voting Percentage of 
of beneficial owner Title of class beneficial ownership of class power total equity 
Minerals and Resources Common 19,257,433, sole voting 52.99 % 
ee Limited(1) Shares and investment power 45.27% 59.36% 
48 Church Street Class A Shares 17,898,292, sole voting 100% 
Hamilton, 5-24 Bermuda and investment power 
Torray Clark & Co. Incorporated Common 2,514,967, sole voting 7.51% 5.87% 4.36% 
6610 Rockledge Drive Shares and investment power 
Suite 450 
Bethesda, Maryland 20817-1869 212,800, sole invest- 


ment power 


(1) The shares beneficially owned by Minerals and Resources Corporation Limited (““Minorco”’) are held of record by a 
wholly-owned subsidiary. The shares and percentages shown do not include 4,102,064 warrants of the Corporation 
beneficially owned by Minorco, each of which entitles the holder to purchase either one Common Share or one 
Class A Share. 


Through its beneficial ownership of Common Shares and Class A Shares, Minorco owns approximately 59% of the 
equity of the Corporation and an aggregate voting interest of approximately 45% in the Corporation. The Class A 
Shares are convertible at any time at the option of the holder into the same number of Common Shares. If Minorco were 
to convert its Class A Shares into Common Shares, Minorco’s voting interest in the Corporation would increase to its 
equity interest of 59%. However, Minorco has informed the Corporation that it does not currently intend to exercise its 
conversion rights, except to maintain a voting interest in the Corporation of slightly less than 50%. 


Minorco is a publicly-held Bermuda-based investment and holding company, with interests in entities engaged in 
investment banking, commodities trading, industrial operations and extractive industries. The principal shareholders of 
Minorco are Anglo American Corporation of South Africa Limited (“AAC”), a publicly-held mining finance company, 
De Beers Consolidated Mines Limited (“De Beers’’), a publicly-held diamond mining and investment company, and 
Charter Consolidated P.L.C. (“Charter”), a publicly-held industrial and mining company, which own, directly or 
through subsidiaries, approximately 40%, 21% and 3.8%, respectively, of Minorco. Approximately 36% of Charter’s 
outstanding ordinary shares are beneficially owned by Minorco. Approximately 38 % of AAC is held, directly or through 
subsidiaries, by De Beers. Approximately 34% of De Beers is held, directly or through subsidiaries, by AAC. Harry F. 
Oppenheimer, a director of Minorco and De Beers, together with certain members of his family, including Mr. Slack, 
have indirect partial interests in approximately 7% of the outstanding shares of Minorco, 8% of the outstanding shares of 
AAC, and 5.7% of the outstanding shares of Danville. 


The following table shows, as to the Directors of the Corporation individually and the Directors and officers of the 
Corporation as a group, the equity securities of the Corporation and its subsidiaries and of Minorco, AAC, Charter and 
De Beers that were beneficially owned by them as of January 31, 1985. The names of the subsidiaries of the Corporation 
referred to in the following table are abbreviated as follows: Danville Resources, Inc. (“Danville”), Hudson Bay Mining 
and Smelting Co., Limited (““HBMS”), and Madison Resources, Inc. (““Madison’’). 


Number of 

shares beneficially 

Name Title of class owned (1) (2) (3) 
FA Dry na T OR cgi ne ha cy i dae Inspiration Resources Common 118 
Richard Bi Davis «.....44«2< i ances: SEGRE ee oe Inspiration Resources Common 13,240 
AdiianeMia Doullatcy tery. sx. ssh: eee ee ane Inspiration Resources Common 12,240 
HBMS Warrants 2,000 
Madison Common 500 
George D. Gould .........2go}e0m dale ahr eis la atese, Madison Common 10,000 


Number of 
shares beneficially 


Name Title of class owned (1) (2) (3) 
TaCKVA) thialines |) Mrs Ae s., OOE Sk US aie ee ot eRe AAC Ordinary 35,000 
pi BlairsHowkiis sie. iia IE A PB te? Blok Inspiration Resources Common 17,592 
Robert*H. Jones er OY 20? 8S) Ae 9268, Hao Sena Inspiration Resources Common 158 
PUCIME MI AINOCI Mc oe em ne year ees Keene ee es HBMS Special 6,819 
Pee ROG ete AUNMNOLG Bc rer ie Anes noe ones dae oid AAC Ordinary 2,500 

Minorco Ordinary 30,500 
wa Tl Chiral YR a de pte nde ted anki a eles naam tpt ach, oct Danville Series A Common 15,484 
Danville Convertible Notes 485 
Madison Common 5,000 
Rev DCTIpIORICHATS (a meetin Lael SER pi ctu one! Inspiration Resources Common 108,865 
i CNT SPA Gy, CIES ate WS Re URE oe eee iain ea cond Inspiration Resources Common 250 
PIAS eat nW foe. eo we aa ea a HBMS Special 56 
Directors and officers as a group (21 persons) ............ Inspiration Resources Common 176,823 
HBMS Special 6,920 
HBMS Warrants 2,200 
Danville Series A Common 15,484 
Danville Convertible Notes 485 
Madison Common 15,500 
Minorco Ordinary 30,500 
AAC Ordinary 37,500 


(1) The numbers of shares shown as beneficially owned by Messrs. Davis, Doull, Howkins, and Richards and by all 


a 


ae 


Directors and officers as a group include 12,240, 12,240, 16,932, 107,865 and 173,637 Inspiration Resources 
Common Shares, respectively, as to which such person or group had the right to acquire beneficial ownership 
pursuant to exercise, on or before April 1, 1985, of employee stock options. 


The numbers of shares shown as beneficially owned by Mr. Rawn and by all Directors and officers as a group 
include 2,468 shares of Danville Series A Common Stock held in trusts (of which Mr. Rawn is a trustee and as to 
which he has voting power) for the benefit of children of another director of Danville. Mr. Rawn disclaims 
beneficial ownership of such shares. 


Except as otherwise noted herein, each Director or officer had sole voting and investment power over the shares 
shown as beneficially owned. Excluding Mr. Rawn’s beneficial ownership of approximately 1.8% of the total issued 
and outstanding shares of Danville Series A Common Stock, each Director individually and the Directors and 
officers as a group owned less than 1% of the total issued and outstanding shares of each of the Corporation and its 
subsidiaries and Minorco, AAC, Charter and De Beers. 


EXECUTIVE COMPENSATION 


Cash Compensation 


There is set forth below information concerning the cash compensation for services rendered in all capacities to the 
Corporation and its subsidiaries during the fiscal year ended December 31, 1984 paid to each of the five most highly- 
compensated executive officers of the Corporation and all executive officers as a group. 


(A) (B) (C) 
Name of individual or Capacities in Cash 
number in group which served compensation 
Reuben F. Richards Chairman of the Board, President and $ 386,333(1) 


Chief Executive Officer and Director 
of the Corporation 


Richard R. Davis Senior Vice President and General Counsel $ 228.333 
and Director of the Corporation 

Adrian M. Doull Senior Vice President, Administration and § 254,573(2) 
Director of the Corporation 

J. Blair Howkins Senior Vice President, Operations and $ 275,563(2) 
Director of the Corporation 

Stanley R. Rawn, Jr. Chairman and Chief Executive Officer and $ 301,000(3) 


Director of Danville Resources, Inc., 
President of Madison Resources, Inc. and 
Director of the Corporation 


All executive officers as a 
group (9 persons) $2,048,505(1) (2) (3) 


(1) Does not include deferred compensation credited for future payment under a deferred compensation agreement 


described below. 
(2) Includes reimbursement of certain relocation expenses. 


(3) Includes compensation for the nine-month period during which Mr. Rawn may be deemed by Securities and 
Exchange Commission rules to be an “executive officer” of the Corporation for compensation disclosure purposes. 


Other Compensation 


During 1984, Messrs. Richards, Doull and Rawn received approximately $41,238, $42,674 and $38,711, respectively, 
in the form of compensatory personal benefits such as additional life insurance, financial counseling and low-interest 
relocation mortgage loans. The Corporation’s incremental cost with respect to personal benefits provided to other 
named executive officers and to all executive officers as a group is less than the minimum amounts required to be 
reported pursuant to Securities and Exchange Commission rules. 


Compensation Pursuant to Plans 


1983 Stock Option Plan. The 1983 Stock Option Plan authorizes the grant to key employees of the Corporation 
and its subsidiaries, selected by a Stock Option Committee of Directors who are not employees, of options intended to 
qualify as “incentive stock options” under the Internal Revenue Code and options which are not intended so to qualify. 
Under the 1983 Stock Option Plan, there may be granted incentive stock options to purchase, and nonqualified options 
to purchase, or stock appreciation rights to receive a maximum of 1,530,000 Common Shares. Under the 1983 Stock 
Option Plan (i) the option price per share may not be less than the fair market value at the time of grant, (ii) options 
generally may not be exercised prior to one year or more than 10 years from the date of grant, (iii) no option or stock 
appreciation right may be granted after August 2, 1988 and (iv) payment of the option price may be made in cash, 
Common Shares held for at least one year, or a combination thereof. Stock appreciation rights may be granted in 
conjunction with the grant of a nonqualified stock option, either at the time of the option grant or thereafter during its 
term in respect of all or part of such nonqualified stock option. 
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Nonaualified options to purchase Common Shares were granted im 1984 under the 1983 Stock Option Plan (at the 
i weighted average per share exercise prices) as follows: 137,600 shares ($6.23) to all current executive officers 
a= 2 gromm, inciading 15,000 ($6.00) ro Mr. Davis, 19,000 ($6.00) to Mr. Doull 19,000. ($6.00) to Dr. Howkins, and 
00) (SOD) to Mr. Richards. and $000 shares ($6.00) to all other current Directors and officers as a group. 
Nonanalified options to purchase 2 total of 316.500 Common Shares were granted im 1984 under the 1983 Stock Option 
Pla to current emolovees at 2 weighted average per share exercise price of $6.28. Nonqualified options to purchase 
Cammon Siares have been granted under the 1983 Stock Option Plan from its inception through December 31, 1984 (at 
he indicated weighted average per siare exercise prices) 4s follows: 288,560 shares ($9.35) to all current executive 
offices ass arom, inclading 31240 ($8.79) to Mir. Davis, 31,240 ($8.79) to Mr. Doull, 31.240 ($8.79) to Dr. Howkins, 
amd LARD (FLGE) to Mir Richards and 15,120 shares ($8.61) to all other current Directors and officers as a group. 
Nonqualifie? options to purchase 2 total of 562.460 Common Shares have been granted under the 1983 Stock Option 
Pla tp current emolovess af 2 weighted average per share exercise price of $8.82. 


IGSL Share Option Plan. of BMS, The HBMS 1981 Share Option Plam provides for the grant to key employees of 
EMS and its subsidiaries, lected by 2 Stare Option Committee. of options to purchase wp to 250,000 HBMS Special 
Shares ( ubiest to adjustment). Options must be granted at not less than the fair market value. Generally, the maximum 
option temm is five years, and options may not be exercised until six months from grant. All outstanding options were 
converted im he Jniv ISS reorganization of the Corporation and its subsidiaries ito options to purchase Common 
SHares of te Cargeration. and ao further grants of options will be made under the HBMS 1981 Share Option Plan. 


Onions fave beam granted under the HBMS 1931 Share Option Plan (at the indicated weighted average per share 
exercise pices) as follows W497 snares (Cdn $16.15) to all current employees; 12,908 (Cdn $16.66) to all executive 
officers as2 ano, including 4692 (Cdn $15.77) to Dr. Howkins: and 5,965 (Cdm $17.72) to Mr. Richards; and none to 
dl otter cmrent Directors and officers asa group. No options were granted under the HBMS 1981 Share Option Plan in 
[ake 


Sauings: and Investment Plan. The Carperation’s Employees Savings and Investment Plan is described under 
Deferred: Compensation Agreement. The Corporation entered into 2 deferred compensation agreement with Mr. 
Hichends Gat became ciective January 1 198¢ and remains effective until he ceases to be 2 full-time employee, attains 
age 6S or becomes totally disabled. Pursuant to tHe agreement. as of the end of each fiseal quarter, the Corporation must 
crest a aceomnt for Mir Hichards witir phantom stock umits equal to the number of whole Common Shares purchasable 
with: SHRM at He market price om the last business day of such quarter. The account is subject to adjustment for stock 
or cas dividends am the Cammmon Shares and for certaim corperate changes (2.2. stock splits, combinations and 
exclaiges: Mergers resamializations eic.). In no event may the value of the account at amy date be less than the 
oradact of (i), SAL 000 anc (if) the mumber of full fiseal quarters plus the portion of any partial fiscal quarter elapsed 
Se “mimi amount’), Mr. Richards is: entitled to payment of phantom stock units credited to the account with 
respect to cack fiscal year provided he remains 2 full-time employee for either five years thereafter or until his death, 
‘otal’ disainiits or aitaimment of age 65. If his enployment is otherwise terminated, the Board of Directors may require 
Him ton fortes: he oreveding five years of credits to the aecount. Mr. Richards has no right to payments under the 
aoresment wine emmaved: theneatter the aceaunt is to be valued at the greater of (i) the minimum amount or (it) the 
orsiuct of te aumber of bis nentortetted phantom stoek units amd the market price of the Common Shares. The 
Carnersiion may gay suc amonnt to» Mr. Hichards. his designated beneficiary or his estate im cash. Common Shares or 2 
oomiination Siler 2s sun as practicable or aver 2 period af 10 or fewer years, in equal quarterly installments ( with 
afters). A total of S500) has beem credited to Mr. Richards's account. of which $200,000 was credited for 1984. 


Penstom Plan. Damestic employees of the Corporation (including officers) are covered by the Corporation's 
Emojovess: Pensiom Pam (the “Pension Plan”) cflective January 1, 1984 a noncontributory defined benefit pension plan 
at i= paitt for entirely by the Cargeration. The Pension Plan provides pensiom benefits upon retirement at age 65 or a 
neice! amount pavalle as carly as age 55 or the completion af 1@ years of service, whichever is later. The amount of 
amoral ntirement benetit. payable at age Ga as am annuity for the life of the employee only, is (i) 1%% of the 
ameves = alia average cares during the three highest consecutive calendar years in the last 10 years of service 
omibiodiest by is: years of credited service. minus (it) 1% % af the employee s Social Security benefit multiplied by his 
vesrs of cetitet sevice to 2 maximum af 3%. Earnings cavered under the Pension Plan include all salaries and wages 


- 
. 


paid to an employee, including bonuses, overtime, commissions and amounts the employee elects to defer under the 
Savings and Investment Plan. The following table shows the approximate gross annual retirement benefits payable at age 
65 to those eligible employees under the Pension Plan at various levels of accrued service and compensation. The 
accrued years of service credited to Messrs. Richards, Doull and Howkins are 2, 12 and 20, respectively, 


Final Three-Year Accrued Years of Service 


Average 

_Compensation: ere ita ha eee gaa Ian PS me 
SEU satan 5 a aaa ee $ 8,750 $ 13,125 $ 17,500 $ 26,250 $ 35,000 
$100,000  ooctno ote “tivecoess 17,500 26,250 35,000 52,000 70,000 
$200,000 +..h.0% fade vines 35,000 92,000 70,000 90,000 90,000 
$300,000 .......... 582 52,500 78,750 90,000 90,000 90,000 
S400;000». ocx airs Wowie ne 70,000 90,000 90,000 90,000 90,000 
IO QOU rhe che! gs eres 87,500 90,000 90,000 90,000 90,000 


The above table illustrates gross benefits. The net benefits payable to employees will be the gross benefit reduced by 
the above-described percentage of the employee’s primary Social Security benefit. The above benefits are subject to the 
limit of section 415 of the Internal Revenue Code, which, in 1985, is $90,000. 


Mr. Davis's pension and other benefits based on length of service to the Corporation are computed under an 
arrangement that gives him years of service as if employed since March 1, 1967. 


Executive Incentive Plan. The Corporation’s Board of Directors adopted the Executive Incentive Plan, effective 
January 1, 1985. Generally, key executives of the Corporation and its subsidiaries are eligible to participate. Award 
opportunities are based upon the achievement of established measurable performance objectives. Awards, which may 
amount to up to 100% of salary, are discretionary, and are subject to the approval of the Personnel Committee. 


Madison 1984 Stock Option Plan. The Amended and Restated Madison Resources, Inc. 1984 Stock Option Plan 
(the “Madison Stock Option Plan”) authorizes the grant to key employees of Madison and its subsidiaries, selected by a 
Compensation Committee of Directors of Madison who are not employees, of options intended to qualify as “incentive 
stock options” under the Internal Revenue Code and options which are not intended so to qualify. Under the Madison 
Stock Option Plan, there may be granted incentive stock options to purchase, nonqualified options to purchase, or stock 
appreciation rights to receive, a maximum of 1,750,000 shares of common stock, par value $1.00 per share, of Madison 
(“Madison Common Stock”). Under the Madison Stock Option Plan (i) options generally may not be exercised more 
than 10 years from the date of grant, (ii) no option or stock appreciation right may be granted after August 8, 1989 and 
(ili) payment of the option price may be made in cash, stock of Madison, or a combination thereof. Stock appreciation 
rights may be granted in conjunction with the grant of a nonqualified stock option, either at the time of the option grant 
or thereafter during its term in respect of all or part of such nonqualified stock option. 


Nonqualified options to purchase shares of Madison Common Stock were granted in 1984 under the Madison Stock 
Option Plan (at a per share exercise price of $14.75) as follows: 235,600 shares to all current executive officers of the 
Corporation as a group, including 235,600 shares to Mr. Rawn; and 178,600 shares to all other current Directors and 
officers of the Corporation as a group. Nonqualified options to purchase a total of 550,200 shares of Madison Common 
Stock were granted in 1984 under the Madison Stock Option Plan to current employees. Incentive stock options to 
purchase shares of Madison Common Stock were granted in 1984 under the Madison Stock Option Plan (at a per share 
exercise price of $14.75) as follows: 6,700 shares to all current executive officers of the Corporation as a group, including 
6,700 shares to Mr. Rawn; and 6,700 shares to all other current Directors and officers of the Corporation as a group. 
Incentive stock options to purchase a total of 56,900 shares of Madison Common Stock were granted in 1984 under the 
Madison Stock Option Plan to current employees. No options were granted under the Madison Stock Option Plan prior 
to 1984. 


Madison Incentive Plan. The Madison Resources, Inc. Incentive Plan (the “Madison Incentive Plan”) covers all 
persons employed by Madison. For each Plan Year, Madison contributes to the Madison Incentive Plan, out of its 
current or accumulated profits, an amount fixed by Madison’s Board of Directors. This contribution is allocated among 
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Members of the Madison Incentive Plan (generally, employees of Madison who have met minimum service require- 
ments) in proportion to the amount of their Compensation for the Plan Year that exceeds the maximum wage base 
subject to Social Security tax, but the allocation may not exceed 7% of such Compensation or other limitations described 
in the Madison Incentive Plan. Interests in the Madison Incentive Plan become 50% vested when a participant attains 
two Vesting Years (as defined in the Madison Incentive Plan) and become 100% vested when a participant attains three 
Vesting Years or age 65, whichever occurs first. 


For the year ended December 31, 1984, Madison made contributions under the Madison Incentive Plan of $20,244 
to the accounts of all current executive officers of the Corporation as a group, including $20,244 to the account of Mr. 
Rawn, $30,000 to the accounts of all other current officers and Directors of the Corporation as a group plus $36,763 paid 
in cash, and $222,071 to the accounts of all employees plus $45,959 paid in cash. For the five years ended December 31, 
1984, Madison made contributions under the Madison Incentive Plan of $20,244 to the accounts of all current executive 
officers of the Corporation as a group, including $20,244 to the account of Mr. Rawn, $183,850 to the accounts of all 
other current officers and Directors of the Corporation as a group plus $165,628 paid in cash, and $1,271,811 to the 
accounts of all employees plus $186,616 paid in cash. 


CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 


In April 1984, the Corporation consummated an acquisition in which it and Danville each transferred to Madison 
certain oil and gas interests (including Trend and the Corporation’s 27% interest in Adobe Oil & Gas Corporation 
(“Adobe”) ) in exchange for which 53% of the Common Stock of Madison was transferred to Danville and 73% (68% 
on a fully-diluted basis) of the Series A Common Stock of Danville was issued to the Corporation (subject, in each case, 
to certain post-closing adjustments). In November 1984, the Corporation acquired an additional 4,000,000 shares of 
Madison Common Stock pursuant to the Corporation’s offer to exchange three Common Shares and $5.00 in cash for 
each of such Madison shares. In December 1984, the Corporation exchanged the Madison shares for 170,796 additional 
newly-issued shares of Danville Series A Common Stock. The Corporation also subscribed for 54,224 additional shares of 
Danville Series A Common Stock in Danville’s December 1984 rights offering. As a result of these transactions (and 
certain post-closing adjustments), the Corporation owns approximately 80% (76% of a fully-diluted basis) of the 
outstanding Danville Series A Common Stock and Danville owns approximately 68% of the outstanding Madison 
Common Stock. Mr. Rawn is Chairman and Chief Executive Officer and a director of Danville and President and a 
director of Madison. Mr. Gould is Chairman and Chief Executive Officer and a director of Madison. Messrs. Doull, 
Richards and Slack are directors of Danville and Madison and Messrs. Davis and Phillimore are directors of Danville. 


In December 1984, Minorco purchased 9,873,176 Common Shares and 9,176,352 Class A Shares for an aggregate 
consideration of $98,867,050 pursuant to the Corporation’s offers to all holders of outstanding Common Shares, Class A 
Shares and HBMS Special Shares to subscribe for two additional shares at $5.19 per share for every three shares held. 
Messrs. Phillimore, Richards and Slack are directors and Messrs. Doull and Holmes are alternate directors of Minorco; 
Mr. Phillimore also is Vice President, Administration, of Minorco and President and a director of Minorco Canada 
Limited (“Mincan’’), an affiliate of Minorco. 


HBMS provides administrative services to Mincan and, in 1984, Mincan paid HBMS fees of Cdn$173,000 therefor. 
A subsidiary of HBMS formed in 1984 a joint venture with Mincan to provide for a joint program of exploration for, and 
development of, precious metals properties in Canada, excluding northern Manitoba and Saskatchewan. HBMS’s 
subsidiary, which manages the joint venture’s operations, has a 60% interest and Mincan has a 40% interest. During 
1984, approximately Cdn$3.3 million was spent (of which HBMS’s share was Cdn$1.9 million) pursuant to an 
agreement among HBMS, Mincan and Tombill Mines Limited (“Tombill’’), a company associated with Mincan, 
whereby the cost of several exploration programs in Canada and any discoveries and profits resulting from such 
programs are shared by HBMS, Mincan and Tombill. HBMS, Mincan and Tombill have interests in a property for 
exploration that is held by a corporation owned 25% by HBMS, 22.5% by Mincan and 52.5% by Tombill. 


During 1983, the Corporation provided loans to certain of its employees in connection with their relocation. 
Generally, the loans are secured by a residential mortgage and have a term of 20 years and an interest rate of four 
percent. The largest amounts outstanding during 1984 and the amounts outstanding at March 2, 1985 for such loans to 
Directors and executive officers of the Corporation were: Mr. Doull — $393,402 and $377,484, respectively; Dr. 
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Howkins — $299,183 and $287,441; Mr. O'Shaughnessy, Senior Vice President, Marketing — $352,099 and $338,025; 
and Michael B. Smith, Vice President, Finance — $213,237 and $204,714. 


Mr. Crawford is a partner of the law firm of Osler, Hoskin & Harcourt and Mr. Sweatman is a partner of the law 
firm of Thompson, Dorfman, Sweatman. These law firms were retained by the Corporation during 1984. Mr. Gould is a 
partner in the investment banking firm of Wertheim & Co., which was retained by the Corporation in 1984. 


Proposal 1 


RATIFICATION OF SELECTION OF INDEPENDENT ACCOUNTANTS 


The Board of Directors recommends that the stockholders ratify its selection of Price Waterhouse as principal 
independent accountants for the Corporation for 1985. The Board of Directors intends to introduce at the Annual 
Meeting the following resolution (designated herein as Proposal 1): 


“RESOLVED, that selection by the Board of Directors of the Corporation of Price Waterhouse as principal 
independent accountants for the Corporation for 1985 be, and it hereby is, ratified.” 


It is expected that a member of Price Waterhouse will attend the Annual Meeting to make a statement if he desires 
to do so and to respond to any appropriate questions that may be asked by stockholders. 


The affirmative vote of a majority of the combined votes cast by the holders of Common Shares, Class A Shares and 
Trust Shares voting thereon is necessary for the adoption of Proposal 1. 


The Board of Directors recommends that you vote FOR Proposal 1. 


Proposal 2 


APPROVAL OF EMPLOYEES’ SAVINGS AND INVESTMENT PLAN 


The Board of Directors has adopted, effective January 1, 1984, the Inspiration Resources Corporation Employees’ 
Savings and Investment Plan (the “‘Plan”). The purpose of the Plan is to enable eligible employees of the Corporation 
and its participating subsidiaries to save for retirement on a tax efficient basis and to share in the profits of the 
Corporation. The Board of Directors also believes that by virtue of the ownership of Common Shares of the Corporation 
through the Plan, employees will have an increased incentive to join in or continue in the service of the Corporation and 
to increase their efforts for its benefit. 


The following is a summary of the Plan. The summary is qualified by reference to the text of the Plan, a copy of 
which will be available for inspection at the meeting and will be furnished to any stockholder without charge upon 
request to the Corporate Secretary. Capitalized terms refer to terms which are specifically defined in the Plan. 


The Corporation has the ultimate responsibility for administration of the Plan, but the Board of Directors has 
appointed a Committee to construe and interpret the Plan, prescribe procedures for the administration of the Plan, and 
otherwise administer and review the operation of the Plan. The Board of Directors has also appointed a Trustee to 
administer the Trust Fund. The Board of Directors retains the power to remove and replace the Trustee or the members 
of the Committee without cause. 


With certain exceptions, all employees of the Corporation and of participating subsidiaries, except employees who 
are covered by a collective bargaining agreement that does not provide for Plan participation, may become Participants 
in the Plan as of any January 1 or July 1 following the commencement of their employment. Participants may make pre- 
tax savings contributions and after-tax contributions to their accounts in the Plan. Pre-tax savings contributions may be 
any whole percentage amount of the Participant’s Compensation up to 6%. After-tax contributions may be any whole 
percentage amount of the Participant’s Net Compensation up to an amount equal to 16% minus the percentage elected 
in respect of pre-tax savings contributions. The Corporation may make an annual matching contribution out of current 
or accumulated earnings equal to a percentage of the unwithdrawn pre-tax savings contributions and after-tax 
contributions (not to exceed 6% of the Participant’s Compensation for such year). Currently, this percentage has been 
set at 50% by the Board of Directors of the Corporation. All contributions to the Trust Fund under the Plan, whether by 


10 


Participants or by the Corporation, are subject to other limitations under the terms of the Plan and the provisions 
of the Internal Revenue Code of 1954, as amended. 


All contributions under the Plan are invested in one of three funds comprising the Trust Fund. All matching 
contributions are deposited in an IRC Stock Fund, which involves Common Shares of the Corporation. Pre-tax 
savings contributions and after-tax contributions are deposited, at the direction of the Participant, in either a 
Fixed Income Fund, which involves bonds, mortgages and other fixed income assets, an Equity Fund, which 
involves various common stocks and short-term fixed income securities, or both. 


Pre-tax savings contributions and after-tax contributions and all earnings thereon are 100% vested and non- 
forfeitable at all times. A percentage of matching contributions and all earnings thereon equal to 20% multiplied 
by the number of the Participant’s full years of Service shall be vested, except that a Participant’s matching 
contributions and all earnings thereon shall be 100% vested if his employment is terminated due to his death or to 
his Retirement or Disability. 


Participants may make withdrawals under certain circumstances from their respective Pre-Tax Savings 
Accounts or After-Tax Contribution Accounts, except that withdrawals from a Participant’s Pre-Tax Savings 
Account are not permitted unless there are no remaining withdrawable amounts in his After-Tax Contribution 
Account. Withdrawals are permitted only upon a determination by the Committee, under uniform rules and 
regulations established by it, that the purpose of the withdrawal is to meet a financial need of the Participant. 
Withdrawals from a Participant’s Pre-Tax Savings Account will be permitted only if the Participant’s financial 
need meets the definition of “substantial financial hardship” in accordance with regulations to be issued by the 
Internal Revenue Service. 


Distributions of benefits under the Plan are made within two months of the later of (a) the end of the Plan 
Year in which the Participant attains age 65, (b) the end of the Plan Year in which the Participant terminates 
employment and (c) the date on which the amount of benefits due can be ascertained by the Committee, except 
that a Participant may file a request to receive the distribution of his benefits upon the termination of his 
employment. Distributions are made in a lump sum, with payments of benefits out of the Matching Contribution 
Account made in Common Shares of the Corporation and payments of benefits out of the Pre-Tax Savings 
Account and the After-Tax Contribution Account made in cash or, at the election of the Participant, by the 
purchase of a single premium non-transferable annuity. 


The Plan is intended to be a qualified plan for federal income tax purposes under Section 401(a) of the 
Internal Revenue Code of 1954, as amended, and the Corporation has applied to the Internal Revenue Service for 
a determination letter to that effect. As such, all contributions by the Corporation and its participating 
subsidiaries are deductible by the Corporation for federal income tax purposes and a Participant will not be 
subject to federal income taxes on pre-tax savings contributions or matching contributions or on earnings of the 
Trust Fund until such amounts are distributed or withdrawn from the Plan. 


The Plan may be amended by the Corporation from time to time, without the approval of stockholders, in 
any manner that does not cause any part of the Trust Fund to be used for or diverted to any purpose other than 
the exclusive benefit of Participants, former Participants or their beneficiaries, except that the Corporation may 
make any amendment it determines is necessary or desirable, with or without retroactive effect, to comply with 
the Employee Retirement Income Security Act of 1974, as amended. Such amendments could increase the cost of 
the Plan to the Corporation or alter the allocation of the benefits of the Plan among executive officers, all other 
officers and directors and other employees. 


As of December 31, 1984, 937 of the 1,522 eligible employees of the Corporation or its participating 
subsidiaries were participating in the Plan. For the Plan Year ended December 31, 1984, the Corporation and its 
participating subsidiaries made matching contributions under the Plan of $8,186, $6,250, $900 and $5,650 to the 
accounts of Messrs. Richards, Davis, Doull and Howkins, respectively, $25,309 to the accounts of all current 
executive officers as a group, $4,794 to the accounts of all other current officers and Directors as a group and 
$111,186 to the accounts of all employees. Mr. Richards is 40% vested and Messrs. Davis, Doull and Howkins are 
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fully vested in the foregoing amounts; all current executive officers as a group are vested in $19,532 of the 
foregoing amount. 


Proposal 2 is being submitted for stockholder approval in order to comply with the provisions of Rule 16b-3 
under the Securities Exchange Act of 1934 (the “Act’”). If all of the conditions stated in that Rule, including 
stockholder approval, are satisfied, then purchases by the Trustee of Common Shares of the Corporation, 
pursuant to the Plan, for the account of officers and Directors of the Corporation will be exempt from the 
operation of Section 16(b) of the Act (under which the profit of an “insider” of a company on the purchase and 
sale or sale and purchase, within less than six months, of the securities of the company may be recovered by the 
issuer). The affirmative vote of a majority of the combined votes that may be cast by the holders of Common 
Shares, Class A Shares and Trust Shares present or represented at the Meeting and entitled to vote is necessary 
for stockholder approval of the Plan and adoption of Proposal 2 in compliance with Rule 16b-3. 


The Board of Directors recommends that you vote FOR Proposal 2. 


SUBMISSION OF STOCKHOLDER PROPOSALS FOR 1986 ANNUAL MEETING 


Proposals of stockholders intended to be submitted at the 1986 Annual Meeting of Stockholders must be 
received by the Corporation at its principal executive offices on or before December 14, 1985 to be eligible for 
inclusion in the Corporation’s proxy statement and accompanying proxy for such meeting. 


MISCELLANEOUS 


The cost of the solicitation of proxies will be borne by the Corporation. In addition to the use of the mails, 
proxies may be solicited personally, or by telephone or by telegraph, by a few regular employees of the 
Corporation without additional compensation. The Corporation does not expect to pay any compensation for the 
solicitation of proxies but will reimburse brokers and other persons holding stock in their names, or in the names 
of nominees, for their expenses for sending proxy material to principals and obtaining their proxies. 


A copy of the Corporation’s 1984 annual report on Form 10-K filed with the Securities and Exchange 
Commission (without exhibits) will be made available to stockholders without charge upon written request to 
the Corporate Secretary, Inspiration Resources Corporation, 250 Park Avenue, New York, New York 10177. 


April 15, 1985 
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